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The debt-based financial 
system 


\ N ] hen a profession fails to deliver, people inevitably suffer. When that 

profession happens to be the study and practice of economics, the entire 
world suffers. The deluge of social and environmental problems brought on by 
humanity’s endeavours to be ‘economic’ suggest that the economics profession is 
not just failing — its advice is proving mind-bogglingly destructive. 

Our government officials, political economists and newspaper columnists 
appear intellectually content with the current arrangements, oblivious to the depth 
of the crisis that economics presents to the world. They still happily argue about 
the dangers of ‘overheating’ or needing to ‘cool off’, as if an economy that func- 
tions along the lines of a domestic boiler or kitchen toaster provides an acceptable 
basis for co-ordinating human activity. They also appear perfectly satisfied to 
continue with ‘business as usual’, without questioning the most startling and 
contradictory statements issuing from the world of money and economics. 

For example, every country in the world suffers from a massive and constantly 
increasing national debt. Britain has a national debt that is fast approaching £400 
billion. Canada’s debt has reached $650 billion and Germany’s now exceeds 500 
billion deutschmarks. So are these poor countries? No more so than Japan with 
a debt equivalent to two trillion dollars or America with a national debt now in 
excess of five trillion dollars. Since the poorer nations are crippled by their indebt- 
edness to international lending institutions and foreign banks, the overall picture 
is of a world suffering acute and ever worsening insolvency. 

But this is really quite illogical and absurd... The question almost asks itself. 
If all the nations of the world are in debt, who are they in debt to? Rationally, 
where there is a debtor, there should be someone else who is a creditor. If every 
nation is in debt, who, precisely, owes whom? In addition to the logical absurdity 
of all nations being simultaneously insolvent, such escalating national debts are 
a complete contradiction of the real and obvious wealth of these nations. This is 
underlined by the fact that the nations which run the largest national debts are 
those with the most advanced economies. What can we say to the developing 
nations struggling under the burden of their debt, nations who have copied our 
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economic institutions and aspire to a life free from poverty? ‘Work hard, and one 
day your debt will be as small as America’s — a mere five trillion dollars!’ 

These are not the only contradictory financial statements to go virtually 
unchallenged by the majority of economists. In addition to mounting national 
debts, the level of private debt shouldered by people and businesses is also esca- 
lating. The total of loans, mortgages, overdrafts and credit card purchases is 
massive and in Britain stands at some £780 billion, £500 billion of which is born 
by ordinary people. The Americans, supposedly the richest citizens ever to walk 
the face of the planet, are the most heavily indebted people of the world, carrying 
mortgage debts that currently total $4.2 trillion. They are said to go shopping with 
their credit cards holstered. As with national debts, such escalating domestic debt 
is a complete contradiction of the wealth present in those nations. 

Any realistic assessment of the situation must conclude that America, Britain 
and the many other developed nations possess fantastically wealthy economies. 
Such extensive personal debt is a complete misrepresentation of the true situation. 
What is more, nations are becoming more, not less wealthy all the time, as further 
technological advances compound their already enormous ability to produce. But 
where is the financial reflection of this development? And why is there no natural 
feedback of this real wealth in a decreased pressure to work and to produce? The 
financial reflection of wealth does not exist; in fact the financial system registers 
the complete opposite of wealth. There is only increasing debt subjecting our 
economies and those who work in them to increasingly intense financial pressure 
and monetary poverty. 


Trust in money 


It is assumed by everyone — and clearly by economists — that money is a 
neutral and accurate medium; that money does no more than reflect the 
economic facts. This trust is shown by the unquestioning acceptance, not just of 
unrealistic debts, but of a whole range of other monetary data. For example, 
America is currently expanding its already colossal output — but not to supply 
itself — simply driven by the need to obtain export revenues to improve its 
balance of payments. At the same time, many Third World nations are striving 
to develop a stronger export sector, again not producing goods for themselves, but 
to improve their balance of payments in order to fund debt repayments. Thus we 
have the bizarre situation in which the richest nation in the world is seeking to 
increase output simply to remain financially viable, whilst the poorest nations, 
who desperately need to improve their domestic agriculture and industrial infra- 
structure, are orienting their economies towards a glutted world market — all this 
being driven by monetary considerations. This again places economics, and finan- 
cial economics in particular, quite simply in the realm of unreality. 

It is not just in the macro-economic sphere that questionable monetary state- 
ments prevail. Every budget and every election is dominated by spending plans, 
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spending cuts, savings made here, and accusations of money wasted there. ‘The 
other party’s spending plans don’t add up’ they all chorus. Scores of economists 
and political commentators then huddle round their calculators to check whether 
one party’s promises have more financial credibility than the other’s. With a 
triumphant shout, the claim is made that ‘there isn’t enough money’... So we 
can’t do it. Money is trusted. Money is accepted as the final arbiter. Money is the 
overall economic truth; the limiting reality. And if there isn’t enough money, well 
that’s that... 

But this perennial shortage of government funds, enshrined in the repetitive cry 
‘We haven’t got the money’, has got to be challenged. Money is a man-made 
device, and for an entire economy to be perpetually in the position of not being 
able to do what it wants, simply for lack of bits of paper with numbers on them, 
is strong evidence that the shortage of those bits of paper and numbers lacks all 
validity. Consider some of the decisions taken in pursuit of cuts in expenditure... 
The building is already there, the equipment is in place, the people that are 
employed there can be good at their jobs, providing a much valued service to local 
residents. And then along comes a ‘Grey Suit’ who tells us that the hospital, 
college, library, post office, coastguard station, research laboratory, swimming 
pool or whatever has to be closed for lack of money. But in what possible sense 
can we not afford what we already have, and which is already there? A town can 
be in desperate need of a school, community centre, or repairs to its roads and 
drains. The raw materials may be lying idle in a builder’s yard, people may be 
desperate for work, but there isn’t enough money... so we can’t do it. In what 
possible sense can we not afford to do what we plainly can, in physical terms, 
achieve? 

This situation is accepted because it is assumed that monetary statements are 
valid, and that a lack of money means a lack of something vital. But what is 
missing? If the lack of money were paralleled by a lack of manpower, raw mate- 
rials, desire or demand, that would at least be rational. For any one person not 
to have enough money is rational; for an entire economy constantly not to have 
enough money, and thereby prevented from doing what it is clearly capable of 
doing, is absurd. 

Money is trusted. Monetary statistics are trusted. No one refuses to pay their 
mortgage on the grounds that the monetary system is defective. No one 
complains to the government that the latest export drive for foreign currency is 
misdirected because our balance of trade figures are a misrepresentation. When 
ministers claim they cannot fund some service, no-one says, ‘Your figures are 
irrelevant’. It is assumed by almost everyone that the financial figures provide an 
accurate statement of our affairs. If we are indeed so deeply in debt and on a 
daily knife edge of solvency, then surely we must all work harder. All the econ- 
omists, politicians, businessmen and industrial experts agree, so we simply must 
cut expenditure, become more competitive, improve productivity, start new 
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enterprises, create more jobs, export more to other countries. They are saying the 
same in America, France, Germany, Sweden, Canada, and Japan. Tragically, 
they are now saying the same in Sudan, Ethiopia, Madagascar, the Philippines, 
Sri Lanka. 

This book challenges the widespread assumption that the monetary statements 
and statistics commonly used as the basis of economic decisions are valid. The 
general confidence in modern money and monetary judgements is utterly 
misplaced; the apparent neutrality of the present financial system is quite false. 
Modern money is not a neutral medium; indeed, the way in which money is 
currently created gives it a specific nature and serious bias. Modern money actu- 
ally operates within its own detached and limited mathematical world. It projects 
its own version of ‘the facts’; its own version of an economy; its own reality. It 
tells us what we can and cannot do; it tells us what we can and cannot afford. But 
these amount to demonstrably false, irrelevant and misleading statements. 


The origin of debt 


It is actually not in the least surprising that nations are chronically in debt, 
governments have inadequate resources, public services are under-funded and 
people are beset by mortgages and overdrafts. The reason for all this monetary 
scarcity and insolvency is that the financial system used by all national economies 
worldwide is actually founded upon debt. To be direct and precise, modern money 
is created in parallel with debt. The reason for the failure of economists to ques- 
tion patently invalid monetary data becomes clear — there is a total acceptance 
by them of the most extraordinary method for supplying money to the modern 
economy. 

The creation and supply of money is now left almost entirely to banks and 
other lending institutions. Most people imagine that if they borrow from a bank, 
they are borrowing other people’s money. In fact, when banks and building soci- 
eties make any loan, they create new money. Money loaned by a bank is not a 
loan of pre-existent money; money loaned by a bank is additional money created. 
The stream of money generated by people, businesses and governments 
constantly borrowing from banks and other lending institutions is relied upon to 
supply the economy as a whole. Thus the supply of money depends upon people 
going into debt, and the level of debt within an economy is no more than a 
measure of the amount of money that has been created. 

It is important to illustrate what this debt-based financial system actually 
means in practical and numerical terms. The March 1997 statistical release from 
the Bank of England! shows that the total money stock in the United Kingdom 
currently stands at approximately £680 billion. This is the total of all the money 
in existence in the economy; the coins, notes, bank and building society deposits 
of everyone — the rich, the poor, businesses, public and private corporations; the 
lot. The figure is the measurement of money known to economists and bankers 
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as ‘M4’. To place this figure in context, M4 in 1963 stood at £14 billion, in 1975 
it was £53 billion and by 1980 it had risen to £205 billion. 

If people are told that there is £680 billion of money in the economy, and are 
then asked if they can guess how much of this money has been created by the 
government, they are likely to be puzzled. Why, all of it, surely? Surely a govern- 
ment is responsible for the currency of the nation? When people are told that the 
same statistical release from the Bank of England shows that the total of money 
created by the Treasury on behalf of the UK Government is a mere £25 billion 
of notes and coins, they naturally ask where does the rest of the £680 billion come 
from? What is the origin of the £655 billion which has not been created by the 
government? 

If they are then informed that this other £655 billion — 97% of all money in 
the United Kingdom — has been created entirely by banks and building societies, 
and that they have created this staggering quantity of money out of nothing, most 
people are totally flummoxed. If you or I make money, this is called counter- 
feiting, and we are looking at the prospect of four walls, iron bars and a slim 
glimmer of daylight in twenty years time. 

If they then ask how private, commercial companies can create money, and are 
told that it is their mortgage, their personal loan and their overdraft which has led 
to the creation of this £655 billion; that governments rely upon the majority of 
people going into debt simply to create money to supply the economy; that virtu- 
ally every pound in existence, whether circulating or deposited in bank accounts, 
is matched by an equivalent pound of debt — if they are told this, people gener- 
ally stop asking questions. They get that uncomfortable look in their eye. ‘This 
guy is definitely right out of his tree...’ 

Through a barrier of doubt and suspicion, you might add that banks and 
building societies account 97% of the money in the economy as their own, 
temporarily ‘on loan’ to the economy; that the majority of mortgages are illegit- 
imate and unnecessary and that each generation’s debts exceed those of the 
previous generation; that bankruptcies and repossessions have to be seen in the 
light of an impossible scramble for inadequate money; that the creation of money 
as a debt is directly responsible for recurrent booms and slumps and generating 
the intense pressure for economic growth in the developed world, as well as 
causing the appalling debt of the Third World; and that these facts have been 
established by Royal Commissions and the system denounced repeatedly by 
leading economists, bankers and statesmen. 

Most people, when they are told this, dismiss the claims utterly and in their 
minds clearly regard you as a politically disturbed person; a sad case of mental 
fixation, perhaps unable to cope with the demands and opportunities of the 
modern world. This is really quite understandable. The natural assumption is that 
there must be more to this matter. If banks and building societies do indeed create 
money, there must be a rationale behind the decision to leave the creation and 
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supply of money to them. It defies belief that such an extraordinary arrangement 
should exist without there being good reasons behind it. 

But, as this book shows, there are no good reasons. Indeed, there is abundant 
evidence of the destructive effect of this method of supplying money to an 
economy. Relying upon banks and building societies to create money using their 
‘loan system’, and allowing this to form the modern money supply, gives rise to 
a catalogue of economic trends which are wholly undesirable, and without miti- 
gating circumstance. 


Debt-driven growth 


All around us, the gross failure of modern economics screams out to be 
addressed. The towering indifference of those shining offices scraping the sky 
above the menacing ghettos of Brooklyn; the speculative channelling of billions 
of pounds of volatile international finance, which can leave a country prosperous 
one week and plunged into decline the next; the ludicrous production of cheap 
goods of poor durability, so that jobs are ‘protected’, and we can recycle the mate- 
rials and make the goods all over again; the ridiculous export drives by which 
every country simultaneously attacks the economies of every other nation, under 
the pretence that such global free trade improves the general wellbeing; the stag- 
gering waste of a throwaway, quick-growth, all-new spiral of constant economic 
change; the outrageous financial debt which Third World countries have actually 
paid many times over, but which, due to interest, is now larger than ever before 
— a debt which forces those impoverished nations to compete to supply goods 
already in surplus; the cynical manipulation of human emotions into buying 
fashion-obsessed trivia; the burgeoning transport demands of escalating economic 
growth and centralisation, with identical goods crisscrossing the globe, regardless 
of environmental cost; the fact that despite the incredible productive capacity of 
the modern economy, people are obliged to work harder, with ever greater effi- 
ciency, forever forced to adapt and retrain or face a life of indignity and misery 
as one of the unemployed. 

Both those in work and out must watch, as the world they know and under- 
stand changes almost in front of their eyes like some nightmarish Kafka-esque 
novel. This is the era of accelerating economic change. The benefits are highly 
dubious, and no-one even pretends that the economy is responding to what people 
actually want. The only justification offered for the changes is that this is ‘the age 
of progress’, and ‘you can’t stop progress’, even if you are human and the 
progress you are discussing is supposed to be about people and the lives they 
might lead in the future. The world of economics has got mankind by the throat 
and everyone knows it, and no-one has a clue where we are going or why we are 
going there. 

But is this surprising? If a monetary system is invalid or flawed, then the entire 
economy is based on the mathematics of error, and must be riddled with the 
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effects. If the financial system upon which our economies are built is defective, 
and yet monetary considerations dominate our economic decisions, should we be 
surprised if the results are less than satisfactory? 

The major role played by bank credit, which forms over 95% of the money 
stock in most developed nations, suggests that it cannot but be implicated in these 
trends. This is further suggested by the way that banking has literally become the 
focal point of modern economic management, through manipulating interest 
rates. The stargazers of Whitehall and the Federal Reserve hold their councils, 
trying to tread the non-existent tightrope between growth and recession by 
debating quarter percentage-points of interest rates. Alan Greenspan, the 
Chairman of the Federal Reserve, engagingly describes his task in controlling the 
American economy through adjusting interest rates as a matter of ‘taking the 
champagne away once the party has started’. Businessmen around the world hold 
their breath, measuring his every word, wondering what he will decide. There 
could be no greater indictment of contemporary financial economics than this; 
that a fluctuating financial digit on a single computer system in a single street in 
a single country should have the ability to dominate the economies of an entire 
planet. 


The search for an alternative 


The past thirty years are almost unique by comparison with the previous three 
centuries in the lack of attention that has been directed at debt and the financial 
system. Throughout the eighteenth century, there were repeated calls for reform. 
During the nineteenth century, excessive banking was held by many to be directly 
responsible for the waves of appalling poverty that swept Europe and America 
during a period of increasing industrialisation and agricultural development. In 
this century, during the depression of the 1930s, the financial system effectively 
seized up and brought virtual collapse to the economies of the world in an age 
which was, perhaps for the first time, obviously wealthy, and in which technology 
offered people real freedom as well as material prosperity. One observer judged 
that over 2,000 schemes for monetary reform were put forward at that time? — 
all with a common theme in their outright rejection of the debt-based financial 
system as it then operated. The same system continues to this day, modified in 
small details, but unchanged in principle; and the recent financial crisis in Asia 
shows the potential for collapse still exists. 

However the issue of economic volatility through booms, slumps, crises, and 
collapses has never been the sole point of criticism. It is the long-term trends that 
a debt-based financial system fosters which are most destructive. The most 
obvious of these is declining personal solvency. Mortgages support over 60% 
(£420 billion) of the money stock in the UK and over 70% ($4.2 trillion) in the 
US. Housing-debt statistics for the UK and the US show that there has been a 
dramatic decline in true home ownership as mortgages become higher and ever 
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more widespread. There can be little question that relying upon housing debt to 
supply money to an economy lacks economic and political justification. However, 
taken in conjunction with the marked rise in commercial debt, mortgages have a 
knock-on effect. In an economy where the price of goods is elevated by commer- 
cial debt and consumer incomes are deeply eroded by mortgage debt, there is a 
persistent and subtle advantage given to low-quality, mass-produced goods, and 
growth is fostered in this direction. The persistent decline in product durability 
and the growth-culture of a rapacious consumer society can be directly traced to 
the debt-based financial system. 

The financial system has also generated a serious distortion of agriculture. 
Excessive farming debt has driven out the most efficient producers — small/ 
medium sized farms. Meanwhile, the relentless pursuit of farming and processing 
methods oriented towards a low-price market now involves the production of 
foodstuffs of poor nutritional value, inferior to that which the land can provide 
and inferior to that which consumers actually desire. 

The nature of growth within a debt economy affects not only the quality of 
output, but distribution and marketing. Intense competition for sales within a 
debt-based economy results in the use of transport as a competitive strategy by 
businesses. This has led to a progressive breakdown of local and regional supply 
networks, and marketing over ever-greater distances, leading to escalating 
commercial traffic demands. 

At the international level, trade is deeply affected by the debt-based financial 
system. The aggressive pursuit of maximum export revenues, rather than seeking 
a simple balance of trade, is entirely due to the fact that even the wealthiest 
nations operate from a position of gross insolvency. International trade has degen- 
erated into a competition between nations to alleviate their indebtedness, rather 
than a process involving a mutually beneficial exchange of goods and services. 

Endemic Third World debt is also directly attributable to the reliance upon 
debt and banking to supply money. The theoretical model of borrowing from the 
World Bank/IMF, investing in development and repaying loans from export 
revenues, is one of the great failures of contemporary economics. The persistent 
inability on the part of debtor nations to repay these loans suggests strongly that 
the nature of the indebtedness suffered by the Third World has absolutely no 
actual legitimacy or validity. Chapter 10 confirms this. 

The more one explores the broad impact of debt, the more apparent it becomes 
that bank-credit constitutes a dysfunctional form of money. An economy based almost 
entirely upon bank-credit and debt experiences an intense drive for growth, 
regardless of need or demand. Bank credit engenders financial dependence, 
injects instability and fosters growth-distortions, both within an economy and 
throughout the international arena. 

Reform of the debt-based financial system is clearly not a minor issue. It is not 
a matter of fiddling around with taxes, incomes and allowances to make things 
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apparently more equal, more efficient, or perhaps more straightforward. 
Changing the debt-based financial system involves gradually altering the very 
foundations upon which national and international economics is based. 
Monetary reform is concerned with attempting to determine a new principle for 
the supply of money to an economy — the purpose being to create a supportive 
financial environment in which more constructive economic trends are allowed 
to emerge, and in which more benign systems of overall economic management 
become possible. In view of the rapacious onslaught on the environment, the 
waste of natural resources and the social and political friction caused by de-regu- 
lated commerce and capital flows, this is at once a promising, but a sobering 
prospect. 


l Bank of England. Statistical Abstract, 1995, Monetary and Financial Statistics, 1997. Bank of 
England. London. 
2 Brynjolf Bjorset. Distribute or Destroy. Stanley Nott Ltd. 1936. 
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A method so simple 


\ Ñ ] ith slight variations of emphasis between the institutions involved, bank 

credit — money created in parallel with debt — is now the foundation 
of all economies worldwide. In one sense, this is nothing new. Banks have been 
creating money and significantly boosting the money supply of their domestic 
economies for centuries, often with disastrous results. However, the amount of 
money created by banks, and the proportion of a nation’s total money stock that 
they provide, have both increased markedly over recent years. Sir Albert 
Feavearyear’s classic study of the history of money, The Pound Sterling,! shows 
that banks created and supplied perhaps 40% of the money stock in the eighteenth 
century to nations such as Britain, France and America. By the mid-nineteenth 
century this had risen to 60% and sometimes more. Today, the contribution is 
commonly between 90% and 97%. 

In order to explain precisely how banks and building societies manage their 
‘loan’ system, how this can create money, and how £655 billion has been created 
in 30 years, it has to be appreciated that most money exists purely as numbers. 
The great bulk of money does not take the form of coins and notes. Such cash 
currency represents just 3% of the total UK money stock and is a minor aspect 
of modern money; little more than a portable convenience. The vast bulk of 
money exists simply as figures flowing between bank and building society 
accounts. In other words, the significant form that money takes is shown by a 
person’s or a firm’s bank balance. 

These bank account figures are money; equivalent to and every bit as effective 
as coins and notes, and can be exchanged for coins and notes if anyone wishes. 
But generally, the figures are simply transferred from one bank account to another 
according to our instructions, when we write a cheque, or pay in our salary, or use 
a cash card. Such numerical transfers have almost entirely taken over from cash 
transactions. 

Now, once this fact is understood, that there is no physical substance behind 
the majority of modern money, and that all it consists of is numbers, the ease with 
which such money can be created is obvious. All that is required is for more 
numbers to be created. The process by which banks and building societies achieve 
this is not hard to understand. Indeed it was once described by John Kenneth 
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Galbraith as ‘a method so simple the mind is repelled’. Although simple, it is 
almost breathtaking in its audacity. 

If a bank makes a loan, nothing is lent, for the simple reason that there is 
nothing of substance to lend. The bank simply makes what it terms a ‘loan’ 
against the amount of money deposited with it at that time. This is all done with 
the utmost ease. The bank has simply to agree that a person may take out a loan 
of, say, £5,000. The person taking out the loan can then spend £5,000 and hey 
presto! £5,000 of new number-money has been created. It is as simple as that! No 
one with a bank account is sent a letter telling them that the money in their 
account is ‘temporarily unavailable, because it has been lent to someone else’, 
because it hasn’t. None of the original accounts in the bank has been touched, 
reduced or affected in the slightest way. Nobody else’s spending power has been 
reduced, but £5,000 of new spending power has been created; £5,000 of new 
number-money enters the economy at the stroke of a bank manager’s pen, but 
£5,000 of debt has also been created. 

Similarly, if a building society grants someone a mortgage of, say £60,000 to 
buy a house, this doesn’t mean that £60,000 has been removed from someone 
else’s account in the building society. None of the people with deposit accounts 
is sent a statement telling them that their money is ‘temporarily unavailable, 
because it has been lent to someone else to buy a house’, because it hasn’t. All the 
original deposits remain intact, because all they consist of is figures in personal 
accounts, and a guarantee to honour them. These figures, and the guarantees, are 
unchanged. But because modern money consists of nothing more substantial 
than numbers, the building society is able to promise to honour all the original 
deposit figures, and also the new £60,000. Nobody else’s spending power has been 
reduced, but £60,000 of new spending power has been created and enters the 
economy with a hum from the computer print-out. But £60,000 of debt has also 
been created. 

Up to this point, it might conceivably be claimed that the bank or building 
society is not actually creating new money — merely lending money that 
already exists. The fact that a bank can make any loan depends upon other people 
having money deposited with that bank; money which they themselves are not at 
that moment using. If depositors all withdrew their money, banks and building 
societies would be unable to make such loans. But it rapidly becomes clear that 
this entire line of argument is quite irrelevant to the modern banking process. 

The fact that explains how banks and building societies are able to continue 
this lending process almost without restraint, and which places matters beyond 
all dispute that money is being created, is what happens next; what happens after 
a loan or mortgage has been advanced. When people take out a loan, overdraft 
or mortgage, they do so because they intend to spend that money in some way. 
Thus, whoever takes out the loan will then make purchases and payments to other 
people, who will pay that new money into their bank accounts. Result: more bank 
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deposits! As soon as the loan in the example above is spent, £5,000 will find its 
way into the bank account of a car dealer or DIY store; £5,000 of apparently new 
money. Of course, this is money which has supposedly been ‘loaned’ — but the 
banking system doesn’t distinguish this fact. It simply registers a new deposit, and 
regards it as new money. Total deposits in the banking system have therefore 
increased by £5,000. 

Similarly, as soon as the mortgage in the example above is used to buy a house, 
£60,000 will be paid into the account of the person selling the house, swelling the 
overall deposits of a bank or building society. Again, this will be money that was 
supposedly loaned, but the bank or building society receiving the new deposit 
cannot know this. New money has simply been paid into an account, and so their 
total of registered deposits increases. 

This is the ‘boomerang effect’ of a bank loan, by which a ‘loan’ rapidly creates 
an equivalent amount of new bank deposits in the banking system. This 
boomerang effect was neatly summarised in a statement by Graham Towers, 
former Governor of the Central Bank of Canada; ‘Each and every time a bank 
makes a loan, new bank credit is created — new deposits — brand new money’.” 

Of course, the effect of this increase in the total of bank deposits is to increase 
the bank’s or building society’s ability to make further loans. The ‘new money’ will 
provide the banking system with the collateral for more lending. This is the 
‘bolstering effect’ of a bank loan. As the total money held by banks and building 
societies becomes swollen by loans returning as new deposits, this provides them 
with the basis for further loans. Far from lending their depositors’ money, banks 
and building societies create money, then continually create ever more money, 
using as collateral the money they have created in the past! Over the years, a 
growing spiral of bank-created number-money develops, with loans perpetually 
increasing the level of deposits, and the gathering total being constantly re-loaned 
to produce ever more deposits and ever more debt, building up into a vast balloon 
of numbers. 

Perhaps the best description of this process of money creation was provided 
by H. D. Macleod; 


When it is said that a great London joint stock bank has perhaps 
£50,000,000 of deposits, it is almost universally believed that it has 
£50,000,000 of actual money to ‘lend out’ as it is erroneously called... It is 
a complete and utter delusion. These deposits are not deposits in cash at all, 
they are nothing but an enormous superstructure of credit.3 


More recently, Andrew Crocket commented; 


Taking the banking system as a whole, the act of lending creates, as a direct 
consequence, deposits exactly equal to the amount of lending undertaken. 
Provided, therefore, banks all move forward in step, there appears to be no 
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Details of UK Money Supply 1963 — 1996 


Total of Total debt | Money Stock | Percentage of 
Coins & notes | (M4 Lending Money issued 
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43 
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10.5 72 87 
151 161 
209 205 
15.5 291 269 

1989 17.2 438 372 

1991 18.6 586 485 

1993 20.0 625 525 
679 585 
780 680 


Source; Bank of England Statistical Releases, 1995, 1997.4 


limit to the amount of bank money they can create. Even more than this, 
there would appear to be a basic instability in the banking system.* 


If the cyclical process of creating and recreating ever more money-as-numbers 
seems desperately hollow, almost too simple and yet too incoherent to grasp, this 
is in fact an accurate assessment. Modern money is insubstantial; it is entirely 
abstract, and quite empty of meaning. This spiral of loans built upon loans is the 
so-called ‘money supply’, by which the money stock in Britain has been increased 
from £14 billion to £680 billion in just thirty years. This empty spiral of numbers 
based upon numbers is the heart of the financial system upon which economies 
throughout the entire world are built. 

Is it surprising that modern money does not reflect reality? The money that 
banks hold in our accounts has no substance; it is just numbers. The money 
created as loans also has no substance; it is just more numbers. When money 
created as a loan returns to the banking system it has no substance; it is yet more 
numbers, and so the numbers grow. It is bank credit; purchasing power; permis- 
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sion to write a cheque; trust that it will be honoured. But at every step, and with 
every increase in the money supply, debt is created. An equivalent debt is regis- 
tered against every pound, or dollar or franc or yen created in this way. As the 
stock of bank-created money in the economy increases, so automatically does the 
level of debt. 

The statistical proof that this is the basis of modern money creation is quite 
easy to obtain. The Bank of England’s Financial Abstracts detail the growth in 
the total money stock since 1963, and also the parallel growth in total domestic 
debt. The table on page 13 gives some of the significant details of the money 
‘supply’ over the last three decades. It shows the growing total of debt borne by 
industry and individuals, paralleling the growth of the total money stock. It also 
shows the meagre amount of money supplied to the economy by the government 
— the running total of notes and coins. The final column shows the amount of 
government-created notes and coins as a percentage of the total money stock. 

In 1963, when the money supply stood at £14.1 billion, the total of notes and 
coins was approximately £3.0 billion. Thus in that year, money created by the 
government represented 21% of the total money stock. By 1996, the money stock 
had risen to £680 billion, whilst coins and notes totalled £25 billion, just 3.6% of 
the total money stock. 

The significant point about coins and notes — money created by the govern- 
ment — is that this money is created debt-free, and spent into the economy by the 
government. This is a vital consideration, and it is therefore important to appre- 
ciate precisely how this injection of debt-free money is managed. Coins and notes 
are minted and printed by the government at no cost, apart from that of materials. 
Of course, governments have no particular need of these coins and notes; banks 
are the institutions requiring a supply of cash. The government therefore sells the 
coins and notes that it creates to banks, who pay by cheque, the government 
acquiring the face value of those coins and notes in number-money. The sum of money 
which the government obtains, and which is still debt-free so far as the govern- 
ment is concerned, is then added to whatever taxation revenue has been raised to 
fund the public sector. Thus, coins and notes are created by the government, and 
an amount equivalent to the face value of those coins and notes is spent into the 
economy as a direct, debt-free input. This arrangement is alluded to in the 
following quote, taken from a letter by Anthony Nelson, Chief Secretary to the 
Treasury; 


The government can and does finance itself to a small extent by the issue 
of non-interest-bearing money: this is the aggregate known as MO (i.e. 
cash), the stock of which is currently some £19.1 billion.® 


Andrew Nelson describes this as the government ‘financing itself’; but this is 
not the only point at issue. This injection of money, attuned to the demand for 
cash, is the only true money supply in the modern economy — an amount of 


A METHOD So SIMPLE 15 


Graph of "Money Stock" (M4) 
and Domestic Debt 1963 - 1996 
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money literally supplied to the economy. By restricting itself to creating only notes 
and coins, in an era of declining use of such ‘cash’ currency, the government has 
cut its monetary support for the economy to a trivial 3.6%. Meanwhile, banks 
and building societies have created a total of £655 billion which is currently ‘on 
loan’ to the UK economy, and which only exists and passes into circulation due 
to private and commercial debt of various forms. To give a visual appreciation 
of the money supply process, the data in the table on page 13 are represented in 
graph form above. 

Together, the table and graph show the dramatic debt escalation of the last 
thirty years. What is significant at a first glance is the way in which debt paral- 
lels the total money stock. The second feature is that, during the 33 year period, 
the total debts carried by consumers and industry have risen to £780 billion, 
whilst the money stock is only £680 billion. More debt is currently registered 
against the money stock, than money exists in the entire economy! The reasons 
for this ‘overshoot’ of debt are discussed at a later point. Of more interest at this 
stage is to know the composition of this debt. Of the £780 billion of debt, Bank 
of England statistics show that some £490 billion is borne by individuals, mostly 
as house mortgages, whilst the remainder is the back-log of debt carried by 
various industries. 

These then are the basic facts of money creation and the overall statistics. But 
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what do they mean in practice? Since economic activity depends upon money, 
and money is almost entirely created as a debt, this means that economic activity 
comes to depend upon debt — either consumer debt, industrial debt or govern- 
ment debt. And more and more the burden of debt is being placed on the 
consumer. The consumer is increasingly in a position where she or he is forced 
to borrow in order to buy the goods of the economy, obliged to go into debt to 
obtain the goods and services available, and thus create bank credit and support 
the money supply. The eminent banker Robert Hemphill once commented; 


This is a staggering thought. We are completely dependent upon the 
commercial banks. Someone has to borrow every dollar we have in circu- 
lation, cash or credit. If the banks create ample synthetic money, we are 
prosperous, if not, we starve. We are absolutely without a permanent mone- 
tary system.” 


The tyranny of mortgages 


Most people do not realise that they are having to borrow-to-buy, so accepted 
have mortgages become as an institution. But approximately half the British 
population lives in houses that have been bought with a mortgage, and this is 
borrowing-to-buy and money creation on a grand scale. Today, house mortgages 
are a major component of the money supply, and they, more than any other 
feature, disguise the true nature of our financial system. Bank of England statis- 
tics, and figures from the Council for Mortgage Lenders and the Building 
Societies’ Association,® show that a total of £411 billion is currently outstanding 
on mortgages in the United Kingdom. This means that a total of £411 billion has 
been created and circulated through our mortgages, representing approximately 
60% of the total money stock. 

Because of the large sums involved, mortgages serve a vital role in supplying 
money to a modern debt-based economy. Houses are by far the most expensive 
consumer items in the economy, and they are therefore the items where the 
inherent shortage of money is most acutely felt and most obvious. For the same 
reason, mortgages are highly effective in creating and supplying money to the rest 
of the economy. House mortgages involve very large sums of money, and the 
repayments are spread over long periods. This means that substantial quantities 
of money are created which will supply the economy for many years. Money 
created by mortgages circulates in the economy, providing a medium of exchange 
which allows the buying and selling of less expensive goods and services. In other 
words, mortgages ‘cover’ to some extent for the inherent inadequacy of money, 
and so act as a money supply to the rest of the economy. The role of long-term 
property mortgages is thus absolutely central to a debt-based financial economy. 

Now this will probably seem an outlandish and unbalanced perspective on 
mortgages, which are generally portrayed as a financial ‘service’ offered by the 
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friendly building society; a method by which people are enabled to buy what they 
cannot afford. But there is abundant statistical confirmation that mortgages are 
not so much a means whereby the population can become homeowners, but a 
mechanism for supplying money to the economy. 

Ours is heralded as a property owning democracy, but the evidence points to 
something altogether different. In 1963, approximately 3 million houses carried 
a mortgage. By 1996, the number of mortgaged properties had risen to 11 million, 
or 45% of the nation’s houses. This huge increase in the number of mortgaged 
properties is sometimes explained away with the claim that ‘many more people 
now own their own houses’. But they do not! These houses are mortgaged, and 
you do not own a house with a mortgage on it. This is what a mortgage means! 
A person does not own the property he or she lives in until the mortgage has been 
paid off; indeed, the bank or building society involved retains the title deeds until 
that moment. The proportion of a house’s value that is mortgaged is owned by 
the building society. Now once mortgages are taken into account, a very different 
social picture emerges, neatly summarised by John Doling as a property-owing 
nation.? 

In the UK over the last 36 years, the number of so-called ‘owner’ occupiers has 
risen steadily. In 1960, 42% of the nation’s total housing stock was owner-occu- 
pied. In 1996, the figure was 66%. It is this steady increase in the number of 
owner-occupiers which has given rise to the popular idea that ours is a property 
owning society. But this trend towards home buying has disguised a dramatic 
decline in true home ownership and a massive upsurge in housing debt. Over the 
period from 1960 to 1996, the proportion of privately owned houses that were 
owned outright, without a mortgage, dropped from 51% in 1960 to 35% in 1996. 
Despite 36 years during which people have paid out crippling amounts on mort- 
gages, the proportion of houses owned outright actually fell! 

Meanwhile, the total number of mortgaged properties rose from 3.3 million to 
nearly 11 million, rising from less than 20% to nearly 50% of all houses. But even 
this enormous rise in the total of mortgaged properties is dwarfed by the 
amounts of money owed by these 11 million indebted home‘owners’. In 1960, the 
average debt outstanding on a mortgaged house was approximately £990. This 
was equivalent to approximately 1.1 times the average annual wage. By 1996, the 
average debt on a mortgaged house was over £38,000, equivalent to twice the 
average annual wage. In other words, not only do we own outright a smaller 
proportion of houses than 30 years ago, and not only are there nearly 4 times as 
many mortgaged properties, but on those mortgaged properties we owe nearly 
twice as much in relation to our annual income! This is what the increase in 
outstanding mortgages from a total of £3.5 billion in 1963 to £411 billion in 1996 
means in practical terms. 

Another feature of the debt-based financial system, discussed in the next 
chapter, is a persistent deterioration in disposable incomes. Housing is becoming 
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progressively more expensive relative to income. From 1960 to 1997, the 
average house price has risen from 2.9 to 3.7 times the average wage and deposits 
by first-time buyers have becoming steadily smaller, dropping from 23% to 14% 
of the average house price. As a result, housing absorbs twice the amount of the 
average household income that it did in 1960 (from 9.5% in 1960 to 17% in 
1996). A total of 8.4 million houses were built between 1960 and 1996 at an 
average cost of £24,000 and a total cost of £208 billion. The current mortgage debt 
is nearly twice this figure and far exceeds the total original construction costs of all housing 
in the UK. 

Economists have what is called an ‘equity analysis’, which sheds interesting 
light on the overall situation. This is as follows. In 1960, the total value of the 
nation’s private housing stock, arrived at by multiplying the number of owner- 
occupied houses by the average house price at that time, was approximately £16 
billion. Total outstanding mortgages at that time were approximately £3.5 
billion. Thus the proportion of the nation’s private housing that was mortgaged 
was about 19%. In 1996, the total value of the housing stock was approximately 
£1100 billion, against which mortgages totalling £409 billion were registered. 
Thus, today, 37% of the value of the nation’s private houses are subject to mort- 
gages. Never has there been a time when people own so little of what they assume 
is theirs. The above statistics are a summary of the tables reproduced opposite, 
showing the escalation of housing debt. The figures are taken from the Council 
for Mortgage Lenders, the annual Housing and Construction Bulletin from the 
DES and Bank of England Statistical Releases, as well as a number of other offi- 
cial sources and commissioned studies which are listed as references. 

In America, the mortgage situation is in even more dramatic. Michael 
Hudson, Wall Street analyst and leading American balance of payments theo- 
rist, has presented figures showing that 70% of US private/commercial debt 
takes the form of real estate mortgage lending.!° Research published in 1997 by 
the principal US federal lending organisation!! showed that a massive $4.2 tril- 
lion was outstanding on mortgages in the United States, a figure that had 
doubled in just ten years, whilst average household incomes had risen by only a 
third. The study shows that between 1967 and 1997, the proportion of owner- 
occupiers changed little, rising from 63.7% to 64.7%. But despite such a minute 
increase, during those thirty years, the total equity of US owner-occupied 
housing under mortgage rose from 36% to a staggering 48%. In every earnings 
group from the lowest to highest, there was an increase in the numbers who 


Sources for the table opposite: Housing Finance, Council for Mortgage Lenders. Housing 
Review, Joseph Rowntree Foundation. A Compendium of Building Society Statistics (8th edition), 
The Building Societies Association. Bank of England Statistical Releases. Housing and 
Construction Statistics, Department of the Environment. House Prices: Changes Through Time, 
A. E. Holmans. All in One Place, Catholic Housing Association. Family Income Survey and Family 
Expenditure Survey, 1960-1996, Department of Education and Science. 
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could not afford the average house, even under a standard 30-year, fixed rate 
mortgage. (lowest earning quintile, 33% to 61%; highest earning quintile, 5% to 
13%). The house price to earnings ratio increased (from 2.1 to 2.7 times the 
average household income); the duration of the average mortgage rose (from 22 
years to 27 years); the amount of the average household income taken up by 
mortgages rose (from 24% to 33% after tax). Deposits fell from 18% to 12% for 
first time buyers and from 31% to 25% for second time buyers, whilst the average 
age at which people could afford to start buying a house rose from 28 to 32. This 
comprehensive and official study offers an astonishing perspective on the true 
financial status of Americans. It is noteworthy that all the earnings statistics 
involve household income, not the average wage. The two-wage family is stan- 
dard in America and ‘moonlighting’ between two jobs is commonplace. If the 
cost of home-buying is related to the average wage, the comparison is frightening 
and goes a long way to explaining why the wealthiest nation in the world cannot 
stop earning for a second. 

This growth of mortgages is not a phenomenon peculiar to the United 
Kingdom and the United States. Studies of housing in Europe, the Far East and 
Australia have revealed exactly the same trends. In a survey covering Europe, 
Michael Ball comments that ‘default on mortgage repayments and repossessions 
by financial institutions have increased substantially in all the countries included 
in our survey in the 1980s, irrespective of the state of their national economies,’ !? 

Michael Ball and others present a range of figures in support of their findings. 
For example, the percentage of the average house price subject to mortgage in 
Germany rose between 1970 and 1980, from 46% to 57%. In Denmark between 
1965 and 1980 it rose from 71% to 88%. Michael Ball wrote; ‘In Denmark, house 
prices had already risen so high that after housing expenditure and tax deductions, 
real incomes were in 1977 35% below the 1971 level.’!5 

Jim Kemeny" has explored the heavy debt burden involved in home owner- 
ship in Australia. In the 1950s, 60% of Australian houses were owner-occupied, 
and this figure has hardly altered since then. However, by 1974, the total mort- 
gage debt outstanding, at $25,000 million, far exceeded the original construction 
costs of the entire housing stock of Australia. As in the UK, more than the full 
original cost of housing construction was mortgaged, despite decades of buying 
by Australian people. In Japan, ‘generational mortgages’ have been introduced, 
extending beyond the life expectancy of borrowers, requiring their descendants to 
continue repaying the debt. 

All these statistics represent a problem that has baffled housing experts, econ- 
omists and social scientists. Houses are supposed to be a safe investment; buying 
them is portrayed almost as a way of making money. As property prices rise, infla- 
tion becomes the home-buyer’s ally, decreasing the relative value of any 
outstanding debt and increasing the value of the property. Why is it that, after 
more than thirty years of property buying, mortgage repayments and assistance 
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from inflation, the people in the UK own less of their houses than at the start? 
Why does so little housing equity pass from one generation to the next? How can 
we be buying all the time and never owning? Why are second mortgages 
becoming so widespread? The increase in second mortgages is a major source of 
what is termed ‘equity leakage’ from the housing stock and has been the subject 
of study in both America and Britain.'> This equity leakage confuses economists 
because they cannot understand why it should be occurring so relentlessly. 

Some observers believe that if the trend of the last few decades continues, the 
days of ever actually owning your own home outright are numbered. Deposits on 
houses will grow so small, initial mortgages will grow so large and re- mortgaging 
so commonplace that the outstanding debt will only be settled on the death of the 
borrower, and paid out of his or her estate. Already this is happening, with a 
steadily increasing number of mortgages being rescheduled and extended. 

Of course, most people with a mortgage believe that when they borrow money 
on a mortgage, they are indeed borrowing money, not having to create it. Most 
people with a mortgage assume that the reason they haven't got the money to buy 
a house outright is because someone else has; someone else has an excess of 
money presumably ‘the rich’, possibly corporate industry. But all the figures show 
that this is not the case. The bulk of small companies exist on a knife edge of 
solvency, whilst larger companies are only wealthy on paper when their debts are 
offset against their assets. As for the so-called ‘rich’, such fortunate individuals 
hold very little actual money, and certainly nowhere near enough to cancel the 
total debts due on our mortgages. 

The global trend towards ever increasing housing debt may baffle conventional 
economists and housing experts, but it makes perfect sense in terms of the debt- 
based money system. The money to buy our houses outright, like the money to 
buy the other products of the economy, simply does not exist in its own right. The 
money loaned on a mortgage is not pre-existent money; it is money created specif- 
ically for the purpose of the house purchase, which then contributes to the total 
money stock. 

The fact that an increasing number of people do not have enough money to 
buy a house outright is not because someone else has an excess of money. Money 
only comes into existence and circulates in the economy through sufficient debt 
being undertaken, and housing has become one of the main avenues through which such 
debt-money is created — literally ‘borrowed into existence’ and ultimately supplied 
to the economy via the institution of the mortgage. 

Although it is highly significant, housing debt is only one aspect of the debt 
associated with the debt-based monetary supply system. The table and chart on 
pages 13 and 15 gave the gross total of outstanding borrowing, but it is worth 
looking more closely at the composition of this debt. The table and diagram 
below contain a breakdown of the total debt into its component parts for 1963, 
1980, and 1996. 


22 THe Grie oF DEATH 
UK debt — sectoral analysis 


Totals outstanding 


1963 1980 1996 
Personal borrowing 
(mortgages, loans, 
credit cards etc,) £4.4 £46.6 £483 
Commercial debt £3.4 £26.5 £160 
Other financial 
institutions (OF Is) £0.4 £7.3 £145 
Totals £8.2 billion* £80.4billion £788 billion 
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Source; Bank of England statistical releases, 1963-1997.5 
*Discrepancy with p13 due to incomplete records. 


These charts show how mortgages and other forms of personal debt have 
played an increasing part in the money supply, whilst the proportion of commer- 
cial debt has steadily fallen. But, despite the key role of mortgages, over £160 
billion of debt is currently registered against various businesses and companies 
based in Britain. This industrial debt follows a very similar pattern and back- 
ground to that shown by mortgages. 

The fact that most industries are forced to borrow to invest is for the same 
reason that most people are forced to borrow to buy; the inherent scarcity of 
money means that the majority of firms find it quite impossible to invest from 
profits and sales. Most firms have to borrow to raise money for investment, either 
from banks or through share issues, which are another from of industrial debt 
discussed later. Industrial and commercial borrowing creates money in exactly the 
same way as personal debt through mortgages or overdrafts, via the spiral bank- 
loan method. Also, whilst the level of commercial debt compared to personal 
debts such as mortgages has declined, the total of commercial debt has never been 
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higher in real terms, as measured against profitability, commercial incomes, GDP 
or any other standard of comparison. The statistics supporting this are presented 
in the following chapter. 

Just as with mortgages, at any one moment some industries are investing whilst 
others are repaying past debts; but overall, business debt is escalating. Also, in the 
same way as many home owners take out second mortgages, businesses are 
increasingly finding it necessary to renew and increase their past loans and there 
has been a marked increase in the level of ‘distress borrowing’ by commercial 
concerns over the past thirty years. The final parallel with mortgages is that, just 
as the economy has become reliant upon consumer confidence, which is the polit- 
ical euphemism for people borrowing-to-buy goods, so the economy is now quite 
reliant upon industrial borrowing for investment, whether or not extra goods are 
needed. The economy has come to depend upon investment since this involves the 
creation of money and without a steady input of money created via borrowing 
for investment, the economy will slump, as has been shown many times. The 
matter of booms and slumps, and the full economic impact of both industrial and 
consumer debt are discussed more fully in the next chapter. 


Conventional misperceptions 


It almost goes without saying that the above account is markedly different from 
the conventional theories of banking and the supply of money. There are two 
good reasons for considering these money supply theories at this point. First, the 
way the banking system is supposed to operate simply highlights the uncontrolled 
way it actually does operate, and emphasises the extent to which a highly dubious 
practice has been allowed to act as the foundation of our economies. Secondly, 
it is important to know how the money creation process is understood by bankers 
and economists, since this affords some clue as to why so many of them still 
believe the system is justified. 

What is so striking, as one enters a world of ratios, percentages and rules long 
since abandoned is that, just like the number-money it creates, the theory that is 
supposed to govern and control banking is all appearance and no substance. The 
rules have all been abolished, or rendered quite invalid. What is also revealing is 
that these theories do not present money creation in any particular context, but 
simply examine the process in isolation, as a detached mathematical model. The 
real world is completely excluded from the conventional model of money 
creation. 

The suggestion that banks create money was once regarded as pure fantasy and 
heresy by both bankers and economists, who insisted that banks merely lend 
money. However, modern economics textbooks are quite open about the process. 
The ability of banks to multiply the quantity of money beyond the amount orig- 
inally deposited with them is even given an accepted title: ‘the multiplier effect’. 
The heresy today is that the wholesale creation and supply of money by banks has 
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any particular relevance to or damaging impact on the wider economy. 

It is not widely admitted that building societies create money in exactly the 
same way as banks. It is, however, tacitly accepted. The money supply figures 
published by the Bank of England actually present bank and building society 
deposits and lending alongside each other, and amalgamate these to produce the 
overall total of the nation’s money stock and outstanding debt. The statistics for 
M4 show a growth far in excess of that due to bank lending, the difference being 
made up by the parallel figures for building society advances. In addition, the 
ease with which building societies have converted to banks underlines the fact 
that they function along identical lines. The share issues made by building soci- 
eties in converting to banks amount no more than a change in their company 
statute and ownership structure, and are quite incidental to their powers of 
money creation. 

In all standard texts dealing with banking and the supply of money, much 
space is devoted to explaining the relationship and function of the many insti- 
tutions involved — the commercial banks, building societies, merchant banks, 
discount houses and the key role of the Bank of England as ‘lender of last 
resort’. However, the main interest in terms of understanding the debt-based 
financial system is not so much the complex way these various institutions co- 
operate and interrelate, but the net effect of their money creating activities. This 
takes us back at first to the spiral loan process, by which money created as a loan 
is deposited in banks and building societies, increasing the total of deposits and 
forming the basis for further loans. This is termed the multiplier effect because 
it allows banks to ‘multiply the number of deposits’, thus creating an enlarged 
money stock in the economy. 

In conventional theory, this multiplication of money is not seen as being open- 
ended. Money creation by banks and building societies is not seen as an 
expanding process in which money created by past loans is perpetually recycled, 
reloaned, providing an endless supply of new money, building up into a vast and 
infinitely ballooning total of money and debt. The entire system is supposed to 
be self-limiting, with controls and restrictions built into it. According to theory, 
it ought not to be possible for an economy to operate on 97% bank-created credit. 
According to theory, the money supply ought not to have been able to inflate from 
£14 billion to £680 billion with no more than a 3% contribution from the govern- 
ment. According to theory, such vast multiplication should not have been 
possible. 

Rather than an infinitely expanding balloon, the system of money creation by 
banks and building societies is supposed to resemble a pyramid. It is sometimes 
referred to as the ‘pyramid of credit’. At the base of the pyramid is a firm foun- 
dation of ‘true money’, the coins and notes created by the government. Above this 
is the narrowing pyramid of ‘bank-created credit’, which, because of the legal 
restrictions on banking can only reach a certain height. 
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Chief among these legal restriction is that known as ‘the liquidity ratio’. This 
is supposed to set a strict limit to the amount of money that banks can create via 
loans. For many years, the liquidity ratio was set at 10%. This meant that a bank 
could only issue loans equivalent to 90% of the money deposited with it at any one 
time, since it had to retain 10% of its deposits in ‘liquid’ form, such as cash. The 
pyramid of credit is built up by stages, at each stage a smaller round of loans 
leading to a smaller number of new deposits. 

At the first stage, only 90% of the original, true money could be ‘loaned’, and 
thus return to the banks as new deposits. Of this new, smaller set of deposits, 
again only 90% could be loaned, and thus return to the banks as a further set of 
new deposits. Each round of loans is built on 90% of the previous round, and in 
the end, after a series of ever smaller loans, the final loan is a minute amount, and 
the pyramid of credit is complete. Once the pyramid of credit is complete, no 
more money can be created by lending, unless what the books refer to as ‘brand 
new, true money’ is introduced at the base. In other words, only when the govern- 
ment creates and supplies more coins and notes as debt-free cash can the system 
Start again, building up a further pyramid of loans on this new money. 

There is one trouble with this theory. It doesn’t apply. The liquidity ratio was 
abandoned in 1981 as part of the deregulation of domestic and international 
finance. Banks are now legally allowed to lend and re-lend without the restriction 
of a liquidity ratio. In fact, for years, the banking system had found ways round 
the liquidity ratio by investing in short-term government securities, and it had long 
been functionally meaningless. 

The other restriction traditionally supposed to act upon banking is that known 
as the reserve/asset ratio. This was intended, broadly speaking, to tie in with the 
liquidity ratio. It was a requirement on banks to have sufficient of their own 
money as a standby. The purpose was to make sure that the amount of money 
they possessed as a company — their own capital reserve — was adequate to 
cover any loans that might default and not be repaid. A reserve/asset ratio of 
10% meant that if banks had made loans of £10,000,000, they must have 
£1,000,000 in their own company reserves. The reserve/asset requirement harks 
back to the days when gold was the basis of banking, and formed a bank’s 
reserve. In Victorian times, the possibility of a ‘run on the bank’, in which 
everyone with a deposit or holding paper money asked the bank for gold, meant 
that a minimum reserve of 30% was deemed ‘good banking practice’, although 
this was often breached. In this century, a reserve of about 10% has generally 
been regarded as adequate, and was for many years a legal requirement. 
However, like the liquidity ratio, the reserve/asset requirement has been aban- 
doned. Today, the only legal reserve/asset requirement on banks is that 0.5% of 
all their assets be lodged with the Bank of England in the form of notes and 
coins. Financially, this is a total irrelevance. As a limitation on banking it is also 
meaningless, since the Treasury supplies notes and coins to commercial banks 
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to meet the general demand, and this 0.5% simply becomes part of the overall 
demand for coins and notes! 

The reserve/asset ratio has been replaced by the ‘capital adequacy’ ratio. 
Again, this is a requirement on banks to have sufficient capital of their own, and 
is set at 10% by international agreement. But there is no requirement that this 10% 
reserve be held as cash: indeed the bulk of a bank’s capital is held in the form of 
investments, especially government bonds. But whenever a bank purchases 
government bonds or any other investment using money from its capital reserves, 
this money enters the economy, and then registers as a new deposit. Instead of 
being a restriction on banking and money creation, the money supply process is 
actually sustained by such bank purchases from reserves. 

Of much greater concern however, is the effect of obliging banks to maintain 
this 10% capital adequacy. Far from protecting the public from banking excesses, 
any capital requirement in a debt-based financial system actually works directly 
against the public. This is because, as the growing amount of money loaned, re- 
deposited and re-loaned by banks increases and the total money stock escalates, 
the reserves of banks also have to increase to keep pace with the requirement for 
10% capital ‘adequacy’. With the abandonment of gold, banks are now forced to 
build up their reserves in bank credit — i.e. money they have themselves created. 
Of course, they do not create it directly for themselves; it would probably be better 
if they did. In effect, banks get their customers to create it for them, via the process 
of going into debt and creating money. Banks build up their reserves in part by 
creaming off some of the interest they charge to borrowers! 

The huge differential between interest charged on loans and interest paid out 
to depositors is due, in part, to banks channelling money into their reserves, which 
are then invested for profit. The commercial banks and building societies in 
Britain have amassed total capital reserves of some £89 billion in cash and invest- 
ments, as a standby against the £780 billion of debt they have created.° The 
requirement to build up these ‘10% reserves’ affords no control over the process 
of money creation, nor any protection to the public; quite the reverse. It simply 
ensures that interest rates on borrowing are set high enough to enable banks to 
continue to increase these reserves, offset defaulting loans, keep their books in 
order, and maintain the image that they are supplying a service to the community 
‘lending other people’s money’. 

Despite the fact that both the liquidity ratio and capital reserves have either 
been abandoned, or become totally meaningless or counterproductive restrictions, 
banking theory and economics textbooks still present money creation in the 
context of these supposed restraints. Most economists seem happy with this, 
because it places a theoretical regulation on what has always been seen as a 
doubtful process. Banking is institutionalised usury, and throughout the ages 
usury, with its overtones of extortion and potential for collapse, has always been 
seen as a great evil. However, if usury was under control, and if the wider 
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economy was protected by ‘sound banking practice’, well, that was something as 
far as the economists were concerned. 

The last thing that is being suggested here is that a restoration of these controls 
is what is needed. As we see in Chapter 13, there has hardly been a moment in 
history when the banking system has actually been under control, and it has never 
worked, except to the disadvantage of the majority of the population and the 
functioning of the economy. The point about conventional banking theory is that 
it has allowed economists to believe in and present the system as one that oper- 
ates under control, which it emphatically does not. 


Monetarism 


The final element in economic theory relating to banking and the money 
supply is the use of interest rates. Fluctuating interest rates are used both to influ- 
ence the rate of bank lending, and as a policy intended to cover almost the entire 
realm of economic management. The school of thought from which this 
economic policy derives is the Chicago School, initiated by Irving Fisher, and 
later championed by Milton Friedman. It is the ideology which completely domi- 
nates modern economic thought. 

The philosophy is to give full rein to the free market, whilst attempting to guide 
the overall activity of the economy by managing the money supply. This a govern- 
ment does by lowering or raising interest rates. This alternately encourages and 
discourages borrowing, thereby speeding up or slowing down the creation of 
money and the growth of the economy. Low interest rates encourage both indus- 
trial investment and consumer borrowing, leading to a growth in the money 
supply. High interest rates mean that new borrowers are deterred and the growth 
of the money supply is slowed. The fact that, by this method, people and busi- 
nesses with outstanding debts can be suddenly hit with huge extra charges on their 
debts, simply as a management device to deter other borrowers, is an injustice 
quite lost in the almost religious conviction surrounding this ideology. 

Just when the economy is getting going, investment is healthy, jobs are being 
created and production and prosperity are increasing, the economy is deemed to 
be overheating, and the great bogey, inflation, appears. And the only way that 
modern economics can think of to cope with a financial phenomenon over which 
all economists disagree — inflation — is to stamp on the entire money supply, 
throwing the entire economy into recession, bringing privation to millions. 

This method of controlling banks, inflation and the money supply certainly 
works; it works in the way that a sledgehammer works at carving up a roast 
chicken. An economy dependent upon borrowing to supply money, strapped to 
a financial system in which both debt and the money supply are logically bound 
to escalate, is punished for the borrowing it has been forced to undertake. Many 
past borrowers are rendered bankrupt; homes are repossessed, businesses are 
ruined and millions are thrown out of work as the economy sinks into recession. 
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Until inflation and overheating are no longer deemed to be a danger, borrowing 
is discouraged and the economy becomes a stagnating sea of human misery. Of 
course, no sooner has this been done, than the problem is /ack of demand, so we 
must reduce interest rates and wait for the consumer confidence and the positive 
investment climate to return. The business cycle begins all over again. 

There could be no greater admission of the utter and total inadequacy of 
modern economics to understand and regulate the financial system than through 
this wholesale entrapment and subsequent bludgeoning of the entire economy. It 
is a policy which courts illegality, as well as breaching morality, in the cavalier way 
in which the financial contract of debt is effectively rewritten at will, via the power 
of levying infinitely variable interest charges. 


The ownership of money 


There is one further element of banking theory that needs to be discussed, and 
it is one of the most serious and revealing. This concerns not the inadequate 
controls on the money creation process, but the ownership of money. In the 
matter of ownership of money, there is one final argument that bankers and econ- 
omists have suggested; one final wriggle in defence of the indefensible. The 
banking system is able, at a pinch, to claim that it does indeed create money, and 
does so in large quantities, but ‘only as a service to the borrower’. This defence 
was made in the letter by the Economic Secretary to the Treasury, Anthony 
Nelson, referred to earlier. 


The money that banks create is either interest-bearing or renders some sort 
of service...° 


This claim, that money is created as a service to the borrower, like the sugges- 
tion that they are ‘only lending their depositors’ money’, is utterly false, and an 
argument that completely ignores all the facts of standard banking practice. Banks 
make money and although the act of lending might be regarded as a service, the 
truth is that banks account all the money they create as their own. In total effect, 
banks create money for themselves. The fact that they are able to create money 
and then issue it as a debt repayable to them is, in itself, a confirmation of this. 
But the position is put beyond doubt when the repayment of loans is considered, 
and when we trace what happens as the money created by banks is repaid to 
them. 

This again takes us back to the spiral loan system. It used to be argued that 
money repaid to banks in respect of a loan was effectively destroyed. This was 
portrayed as the simple reverse of the spiral money creation process. In the same 
way that a bank loan created a new deposit of number-money or credit, the repay- 
ment of a loan or mortgage was held to cancel out an equivalent amount of 
credit. It was argued that when someone paid money into their overdrawn 
account, the debt and that amount of money were set against each other and 
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cancelled each other out. This idea grew up in the early part of this century, and 
was enshrined in the infamous admission by the Rt. Hon. Reginald McKenna, 
one time Chancellor of the Exchequer and former chairman of the Midland 
Bank, who stated; 


Iam afraid that the ordinary citizen would not like to be told that the banks, 
or the Bank of England, can create and destroy money. The amount of 
money in existence varies only with the action of the banks in increasing 
and decreasing deposits and bank purchases. Every loan, overdraft or bank 
purchase creates a deposit and every repayment of a loan, overdraft or bank sale 
destroys a deposit. '® 


According to this argument, banks were able to claim that, yes, they did create 
money, but not for themselves. This bank credit was, in principle, temporary. Bank 
credit only lasted for the duration of the loan, and upon repayment was cancelled 
out of existence. 

But this is not what actually happens at all! As any bank manager will confirm, 
when money is repaid into an overdrawn account, the bank cancels the debt, but 
the money is not cancelled or destroyed. The money is regarded as being every bit 
as real as a deposit; it is regarded by the bank as the repayment of money that they 
have lent. And that money is held and accounted an asset of the bank. 

The fact that upon repayment, money that they have created is not destroyed, 
but is accounted as an asset of the bank, proves beyond dispute that when banks 
create money and issue it as a debt, they ultimately account that money as their 
own. The only factor which disguises their indisputable ownership of the money 
they create is that this returning money is usually rapidly reloaned. Borrowing in 
the modern economy almost always outpaces repayments, which is why the 
money supply escalates. This means that money returning as repayments usually 
does not accumulate embarrassingly in the bank’s own account, but is quickly re- 
loaned, along with more debt. But there are moments of potential 
embarrassment, when the position becomes obvious. When borrowing is slug- 
gish, usually on odd days during a recession, some banks can be awash with 
money from past repayments in their own account. Then the computers come 
into action. This surplus money is then used by the banks and building societies 
to make the most profitable investment, purchasing stocks and bonds available on 
the world money markets, boosting their company reserves hugely, and placing 
beyond doubt whose money this is. 

The point about repayments is that money is not destroyed, but is withdrawn 
from circulation. Thus the total of deposits held by the population is decreased. In 
this sense, a deposit has been destroyed, but not the money. If the quote by 
Reginald McKenna is closely read, this is what he actually says. Upon repayment 
of a loan, money returns to the bank or building society that created it. This 
money then only re-enters the wider economy if someone else takes out a loan, 
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or if the bank spends that money on an investment. Either way, this money is 
accounted and treated as the bank’s own property. Therefore it is true to say that 
loans are temporary, but the money created by banks is permanent. Once created, 
it belongs to the banks, constantly returning to their ownership and control, with 
the repayment of each debt. 

Money may be in your bank account, but it is not, ultimately, your money. If 
you had borrowed it from the bank yourself, you would know it was not your 
money. But because it has probably been borrowed into existence by someone 
else, or borrowed back into the economy by someone else, you assume it is your 
money. But it is not. All the money they create belongs to the banks. 

It is for this reason that it is totally accurate, and no exaggeration to point out 
that by this system, banks retain a permanent claim on the money stock of the 
nation, apart from that 3% produced by the government. Through this latent 
ownership of the money they create, banks possess a lien, or potential claim, to 
the wealth of the nation equivalent to that total sum of money they have created. 
One of the leading monetary reformers of the 1930s, C. H. Douglas, stated; 


The essence of the fraud is the claim that the money they create is their own 
money, and the fraud differs in no respect in quality but only in its far 
greater magnitude, from the fraud of counterfeiting ... May I make this 
point clear beyond all doubt? It is the claim to the ownership of money 
which is the core of the matter. Any person or organisation who can create, 
practically at will, sums of money equivalent to the price values of the 
goods produced by the community is the virtual owner of these goods, and, 
therefore, the claim of the banking system to the ownership of the money 
which it creates is a claim to the ownership of the country.!” 


This is technically, if not morally, an overstatement of the situation. The actual 
position at any one time is that, through the debts they hold and the lien this gives 
them on bank credit, the banks and building societies hold a claim over the wealth 
of the nation equivalent to those debts. At present this stands at £780 billion. This 
is the sum of money banks have actually created, or multiplied into existence; a 
sum which has been issued as a debt, and a sum whose total repayment is ulti- 
mately demanded. This is their money, and represents the measure of their claim 
on the wealth of the nation. 

This is the appropriate point to return to the matter of mortgages. The ques- 
tion of the ownership and title of money is then given flesh and bones. So also is 
the creeping tyranny involved in the debt-money system. One of the inevitable 
consequences of funding an economy on the basis of debt is that the assets of the 
country are gradually transferred to the financial system; the banks and building 
societies. It has already been pointed out that the proportion of the United 
Kingdom’s housing stock that is mortgaged has risen from 19% to 37% over the 
last thirty-five years. The fact that 37% of the nation’s housing stock is mortgaged 
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means that 37% of the nation’s housing stock is currently owned by the financial 
system. This is the effective and legal claim and title to ownership by banks and 
building societies of the nation’s houses. 


The death grip 


History does much to obscure the extension of ownership by the financial 
system, particularly in the case of housing. Up to the beginning of this century, 
a large proportion of the population rented their homes. During the last sixty 
years, ‘home-owning’ has been seen as a sign of the increasing prosperity of the 
individual; a mark of the redistribution of wealth, in which the landlord owning 
several properties has gradually given way to more widespread property owner- 
ship. But this historical trend has simply served to obscure the unrelenting transfer 
of housing equity to financial institutions, via mortgages. 

In 1900, almost all houses were owned outright, even if it was wealthy land- 
lords who owned many of them. Indeed, perhaps less than 5% of the housing 
stock was mortgaged. If there had been a genuine transfer of wealth from the rich 
to the poor, we would own our homes today with no more than the 5% total mort- 
gage debt that existed in 1900. A century of home building and home buying has 
disguised the major transfer of property, which has not been from the rich to the 
poor, but a substantial transfer of all forms of wealth to the financial system. 

If we go back to the middle ages, and the origins of mortgages, we get a 
number of warnings concerning the power of mortgages. The historical land 
lawyer Maitland describes mortgages as ‘one long suppressio veri and suggestio 
fals? 8 Such suppression of the truth and false suggestion would certainly apply 
to today’s mortgage, in which house purchase and money creation is dressed up 
as ‘borrowing’, and where there is covert reliance upon mortgages to supply 60% 
of the money stock. 

There is a further warning. In its medieval origins, the word mortgage means 
literally ‘death-pledge’, or ‘death-grip’. Then, mortgages were never a method of 
buying a property; they were a method of raising money on property you already 
owned if you had fallen on hard times; a last resort in times of dire financial need. 
Even so, mortgages were regarded with great suspicion, since it was generally 
goldsmiths employing usury not dissimilar from modern banking methods who 
supplied the money, hoping at the least for a large profit, and possibly the chance 
of ending up with the property. But a method of buying was categorically not 
what mortgages were. 

In those days, there were two types of mortgage, one known as ‘vivum vadium’, 
where there was a reasonable chance that the mortgage could be paid off, the 
other known as ‘mortuum vadium’, or death pledge. This latter form of contract 
was forbidden under Christian law. In other words, the modern mortgage has its 
ancestry in a practice once declared sufficiently dishonest to carry the threat of 
eternal damnation. The historical lawyer, Thomas Littleton, wrote; 
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It seemeth that the cause why it is called ‘mortgage’ is for that it is doubtful 
whether the feoffor will pay at the day limited such sum or not; and if he 
doth not pay, then the land which is put in pledge upon condition for the 
repayment of the money is taken from him forever.!? 


It might seem that this hardly applies to today’s ‘friendly building society’, but 
think again. Although it is possible for any one person to pay off his or her mort- 
gage, it is absolutely impossible for the community as a whole to buy its houses 
outright, since mortgages are heavily relied upon for money creation. Thus, for 
the nation as a whole, ‘it seemeth certain that the houses which are put in pledge 
shall be taken from them forever’. The death grip is locked onto our houses. Nor 
is this a stable situation, but a deteriorating one, with ever more dwellings subject 
to mortgage and ever more money raised against housing. 

Earlier this century, and in previous centuries, much more of the overall 
burden of debt within the economy fell on agriculture and industry. Consumer 
borrowing on the scale we now see, enshrined in mortgages, is a comparatively 
recent phenomenon and only really started in the United Kingdom when large 
numbers of people began to try to buy their own homes in the 1920s and 1930s. 
Before the turn of the century, the idea of a consumer borrowing vast sums of 
money against their future income would have been out of the question, in fact 
almost laughable. But the desire to buy a house provided banks with a secure, 
bankable asset against which they could create money. If the person’s income failed 
the bank got its money back — money it had effectively counterfeited — by 
repossessing and selling the house. Once the precedent of raising money against 
a reliable asset — dwellings — had been established, the desire to own a house 
rather than rent soon lead to mortgages taking over from industrial debt as the 
basis of the money supply. 

The statistics quoted earlier and the tables on pages 13 and 15 summarise the 
growth of mortgage debt between 1960 and 1997. If we go back just another 
thirty years to the inter-war period, the comparison with today’s housing debt is 
even more stark. In the 1930s, it was reckoned that buying a house cost the equiv- 
alent of about twice a man’s salary for one year. This was an accepted rule of 
thumb. Houses were cheaper relative to income, and buyers commonly had 20- 
30% of the price of the house as savings, to put down as a deposit. The great 
majority of mortgages were for 15 or at most 20 years, took about 8% of the 
average annual income and were frequently paid off in advance of the full term. 
The leading authority on the history of housing in the UK, Alan Holmans, states; 
‘In the early 1930s, mortgages were typically at 6% for 20 years... the average life 
of a mortgage was about 8 years.’2° 

The short life span of mortgages was not because the person moved on, trans- 
ferring his mortgage to another property, as is now the case, but because the 
mortgage was generally settled early. Compare this with today, when mortgage 
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terms are becoming ever longer, initial deposits ever smaller, repayments average 
about 20% of annual income and re- mortgaging is becoming ever more wide- 
spread. By 1960, prices had risen relative to incomes to the point where a house 
cost 2.9 times the average annual wage. During the housing boom in the 1980s, 
house prices rose to 4 times the average annual income. 

It is often suggested that house prices are set by a process of supply and 
demand, with home-buyers competing the price of houses upwards. But this is not 
the full story, and omits the impact of past debt. The prices of houses are heavily 
influenced by the costs of building new houses. As the next chapter shows, 
commercial debt is a major factor in raising costs and consistently elevating prices 
above what people can afford. The other major factor contributing to the 
progressive growth of mortgages is that, under a debt-based financial system, the 
ability of people to save and the amount of their disposable income both suffer 
progressive decline. Thus, deposits put down by first-time buyers become smaller 
whilst the high level of commercial debt, impacting through the construction 
industry, drives the price of new houses higher and higher. Deposits for first-time 
buyers have steadily declined from the pre-war level of approximately 25% of the 
price of houses, to the point where the average deposit is tiny, and 100% mort- 
gages are now commonplace. Ultimately, the price of houses reflects not what 
people can afford to pay, but what they can be persuaded to borrow. 

Of course, we appear to ‘do well’ out of house buying, and are impressed by 
the apparently escalating value of our property. But we only obtain this value if 
we sell up and move out of housing. Meanwhile, the next generation faces an even 
greater task in getting on the ladder of buying a house. With the increase in mort- 
gages for each generation, even less equity is left to subsequent generations, which 
makes their mortgages even higher still, which means that even less is passed 
down to the next generation, and so on. Raising large sums of money through 
house mortgages helps us to ‘buy’ these houses now, and provides the rest of the 
economy with sufficient money to function. But under this arrangement, we do 
not own these houses and will own less and less of them as time goes by. 

If one reflects upon it, a situation in which over half the population carry 
housing debts averaging more than 50% of the value of their house, and where 
over 37% of the value of the housing stock is mortgaged, is just plain ridiculous. 
It is made all the more ridiculous by the fact that many of these houses have had 
previous owners who also had a mortgage. The unreality of the position is empha- 
sised when it is considered that mortgages are a statement of financial poverty; 
a statement which completely belies our obvious modern wealth. 

We have lived for so long in an economy dominated by the scarcity of money 
that the absurdity of the situation easily escapes us. These houses we live in and 
on which we pay such massive sums — they have been paid for in real terms. In 
terms of all the raw materials; in terms of the blood, sweat and tears of labour; 
the manufacturing, the transporting, the bricklaying, the decorating and plumbing 
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and all the grovel and grind of work, and the sacrifice of time — they are already 
paid for. They were paid for on the day they were completed. No physical debt 
exists when a house has been built. What exists is an asset. There they stand. They 
are ours, or at least, they should be. It seems beyond dispute that the money for 
their purchase should also exist, and most people assume that it does. They 
assume that when they borrow from a building society, they are literally 
borrowing money, not having to assume a lifetime’s debt simply because no prin- 
ciple for the supply of money currently exists, other than via the issue of loans. 

It is difficult to get a perspective on these matters when the behaviour of the 
economy and our judgement of what we might expect of money, prices and 
incomes has been distorted for so long by debt finance, and the unwarranted 
scarcity of money which it generates. It is interesting to consider what might be 
a legitimate level of mortgage indebtedness. 

If there is any real economic justification for a degree of debt on housing via 
mortgages, this should be as a reflection of the rate at which houses have to be 
replaced. If you like, this is a real debt to the inevitability of time, and the fact that 
the housing stock must gradually be rebuilt at least at the rate at which it is dete- 
riorating. If the average house lasts for 50 years, a figure commonly used for the 
depreciation of capital goods, then one would expect the overall mortgage indebt- 
edness of the nation to be 2%. This would reflect the need to replace the housing 
stock over a cycle of 50 years, and the aggregate mortgage burden of 2% would 
be a financial reflection of that overall economic obligation. Obviously, some 
people would have a higher mortgage, and some people would have none, as is 
the situation now. But the current extent of 37% of the total value of the housing 
stock under mortgage is clearly absurd, and implies that the private housing stock 
needs to be replaced every three years! 

It is so difficult to get this point across without appearing unrealistic, but the 
fact is that these huge mortgages are a wholly illegitimate debt; they are part of 
the debt-money supply. These houses are ours — they belong to the nation, were 
built by ourselves and the generations that preceded us. They have been built; they 
have been paid for in real terms, and the money for their purchase should exist. 
There is absolutely no moral, ethical or economic reason for their ownership by 
the financial system, and for disbarring the majority of people from outright 
ownership of a dwelling place. 


The power of banking 


There have been many explicit warnings in the past concerning the ability of 
banks to acquire a nation’s assets, and leave its people in a state of dependency. 
In the context of the discussion on housing, the following statement by Thomas 
Jefferson is sobering. 


If the American people ever allow the banks to control the issuance of their 
currency, first by inflation and then by deflation, the banks and the corpo- 
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rations that will grow up around them will deprive the people of all prop- 
erty until their children will wake up homeless on the continent their fathers 
occupied. The issuing power of money should be taken from the banks and 
restored to Congress and the people to whom it belongs. I sincerely believe 
the banking institutions having the issuing power of money are more 
dangerous to liberty than standing armies.! 


As we have seen, debt does not just apply to housing. £411 billion has been 
raised against the housing stock, £300 billion has been raised against industry, 
farming, the service sector, and other areas of the economy. £380 billion has been 
raised against the public assets of the nation through the national debt. If calcu- 
lations are made of the total assets, private and public, of the nation as a whole, 
a steadily increasing proportion is subject to secured debt of the financial 
system. Legal title and ownership of these assets thereby rest with the banking 
system. As with all these issues, this is not a situation peculiar to Britain. In 
Australia, the Commonwealth Bank was set up in 1912 with assets totalling 
$20,000. By 1984, its assets had reached $30,496,000,000. The Australian 
Institute for Economic Democracy commented; 


In monetising the real wealth of Australia (i.e. creating its monetary equiv- 
alent) the banks have issued the money as a debt and so acquired assets equal 
to about one third of the entire wealth of Australia... Does it not strike you 
as preposterous that an institution that produces nothing more than figures 
in books, can acquire the ownership of assets more vast than our greatest 
industries which employ thousands of people in all states, and upon whose 
physical production the entire economy of Australia depends??? 


However, the most powerful and forthright warning ever made concerning the 
power of banking is that offered by Lord Josiah Stamp, former director of the 
Bank of England. 


The modern banking system manufactures money out of nothing. The 
process is perhaps the most astounding piece of sleight of hand that was 
ever invented. Banking was conceived in iniquity and born in sin. Bankers 
own the earth; take it away from them, but leave them with the power to 
create credit, and with the stroke of a pen they will create enough money 
to buy it back again... If you want to be slaves of the bankers, and pay the 
costs of your own slavery, then let the banks create money.” 


It may seem astonishing, but the matter of not owning our own houses and 
progressively losing control off the assets of the nation to the financial system are 
perhaps the least serious results of debt-financing. What is ultimately far more 
important and damaging is the effect of this increasing debt on the wider 
economy. The effect is not restricted to people having to borrow-to-buy, and 
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industry having to borrow to invest, and so create and circulate money. That 
money has to be repaid. Throughout the economy, the scramble to meet costs and 
repay debts in a debt-based financial system introduces an unrelenting pressure, 
fostering trends which utterly dominate industry, agriculture and the provision of 
services. It is a pressure that penetrates every corner of our lives, binding us to 
permanent employment, distorting our economies, forcing them to grow and 
change at an ever increasing rate and compete with ever greater ferocity. The way 
this pressure takes effect is the subject of the next chapter and it gives far greater 
substance to the chilling warning by Lord Stamp. ‘If you want to be slaves of the 
bankers, and pay the costs of your own slavery, then let the banks create money’. 
Now, slavery is a big word, and it might be thought that Lord Stamp was merely 
using it for literary effect. Unfortunately, as the discussion shows, it is a term that 
is both justified and penetratingly accurate. 
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Forced economic growth 


T understand the responsibility of the financial system for the nature of 
modern economic growth, money has to be analysed in action. The mone- 
tary system has to be studied in the context of a working economy. The flows and 
tensions exerted by excessive debt within the economy then become apparent, and 
our position, as both workers and consumers, clearer. There are three principal 
factors, or ingredients, in this forced economic growth. These are; intense 
competition for money; lack of purchasing power; and finally, near-total wage 
dependency. These are considered separately, although since they all relate to the 
same financial system, there are clear connections between them. 


Competition for money 


It has to be appreciated that today, although there is an apparently massive 
£680 billion within the British economy, this is not the true financial basis, or 
foundation of the economy. The actual starting point for the finance of the 
economy is virtually zero. As we have seen, 97% of this huge total of £680 billion 
only exists because it has been borrowed into existence; created alongside an 
equivalent quantity of debt. If the private and commercial debts within the 
economy were repaid, and settled, there would be almost no money in circula- 
tion. The huge deposits of bank credit would have reverted to the ownership of 
the banks, and all that would remain would be coins and notes. Money in circu- 
lation would collapse to 3% of its current total. In fact, since debts of £780 billion 
are registered against the money stock of £680 billion, all coins and notes would 
also revert to the ownership of the banks. 

Obviously, if this were to happen, the goods and services available in the 
economy could not be sold, and the economy would grind to a halt. Equally obvi- 
ously, this mass repayment does not happen. But yet, in a very real sense, it is 
happening all the time. At every twist and turn, corner and crevice in the economy, 
repayments are being made and money returned to the lending institutions that 
created it. People repay mortgages and personal loans, companies repay business 
loans and advances, councils repay debts — everywhere, loan repayments are 
being made to banks and building societies. This constant stream of repayments 
removes money from circulation, and if nothing else were to happen, would 
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rapidly reduce the amount in circulation, ultimately to its theoretical zero, or at 
most the 3% basis of the coins and notes contributed by government. That this 
does not happen is due only to the fact that consumers and industry borrow money 
back into circulation at an even faster rate than that at which past loans are being 
repaid. Thus, bank-created money is not only maintained in circulation, but the 
total money stock increases, and with it the level of debt. 

An all-pervasive financial aggression is utterly inherent in this arrangement. 
And it is easy to see why. Everyone would rather obtain enough money to be able 
to buy what they need without going into debt. Everyone competes to obtain 
some of the money already in existence. Someone has to borrow, but no one 
wants to do it. Like a child’s game of ‘it’, everyone wants money, but no one 
wants to become part of the money supply. Industries aim, through the sale of 
their products, to be able to settle whatever debts they may have, and invest from 
their profits without further borrowing. People want enough from their wages and 
salaries to be able to buy what they need without going into debt. Al! people, all 
firms and the government are in perpetual competition with each other, trying to 
get the money already in circulation trying desperately not to be the someone who 
has to go into debt to bring back into circulation money returning to banks, or 
become part of the increase in the money supply. 

But consumers, industries and the government cannot succeed. This is a battle 
which, whilst some may win, many more must lose. Debt is the very condition 
under which modern money is present in the economy, so although some people 
may be able to avoid debt, and even become wealthy, overall this cannot happen. 
Debt is being constantly repaid, and money removed from circulation, so debt 
must be constantly undertaken, to bring it back into circulation. Thus, most 
consumers are obliged to borrow to buy, most industry is forced to borrow to 
invest, and the government has to run a budget deficit. In this way, the money 
supply and circulation is maintained and increased. 

This is not a stable situation, but a deteriorating one as the decline in housing 
equity shows. The fact that debt is escalating can easily be verified by a variety 
of other assessments. Because inflation distorts all monetary statistics and thus 
tends to cloud the issue, any figures have to be related to something reasonably 
constant. One of the methods employed by economists is to relate any such 
statistics to the nation’s Gross Domestic Product. This provides incontrovertible 
evidence of the growth of debt. In 1963, total debts carried by UK industry 
stood at £3.3 billion. The GDP in 1963 was approximately £30 billion, thus in 
1963, industrial debt represented about 11% of GDP. By 1996, this had risen 
steadily to the point where total industrial debt stood at £140 billion. The GDP 
in 1996 was £720 billion, therefore industrial debt represented 20% of GDP. 
The rise in consumer debt is even more marked. The total of personal debts as 
represented by mortgages, overdrafts and loans stood at approximately £4 
billion in 1963, or 14% of GDP. By 1996, total personal indebtedness had risen 
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to a staggering £490 billion, or 70% of GDP! 

The degree of conflict and tension injected into the economy by this constantly 
deteriorating solvency is incalculable, and cannot be overstated. It has gone far 
beyond the point at which we are talking about a competitive business environ- 
ment. The economy has become an arena of cut-throat, all out, undisguised 
financial warfare for jobs, money and sales, and for personal and industrial 
survival. A battle in which everyone loses sight of what they are doing and why 
they are doing it. The goal is the pursuit of money. But since the situation requires 
that, overall, sufficient people are driven to borrow in order to maintain the circu- 
lation of money, the best that most people can hope for is to hang onto their jobs 
and pay the mortgage. The best that most businesses can hope for is to be able to 
offset their debts against their assets, and stay solvent on paper. 


Lack of purchasing power 


The financial conflict caused by this desperate scramble for money against a 
background of mounting debt registers directly in prices and incomes. Ultimately, 
the problem is that once money has been created and circulated as a debt, it is 
pulled in two fundamentally different directions. Money is needed within the 
economy, passing between consumers and producers, allowing the exchange of 
goods and services. But this money is also required by people and businesses to 
repay the debts that created it. This ‘double demand’ on money gives rise to the 
second ingredient of forced economic growth — a chronic lack of effective 
purchasing power. 

To understand what is meant by a lack of purchasing power, it first has to be 
appreciated that industry has two functions. Its most obvious purpose is to 
produce goods and services, but it must also distribute wages and salaries to 
enable those goods and services to be purchased. A lack of purchasing power 
means that consumers end up with insufficient money to buy the goods and 
services being produced in the economy. 

Any business that has borrowed must repay its debts, and the only way it can 
do this is through selling its goods and services. This requires that the firm set a 
price on its goods which includes the gradual repayment of the loan, or interest 
on the loan. If you like, the cost of the loan must be added onto the prices of its 
goods and services. But this is economic disaster. It means that prices are being 
set which are higher, in total, than the wages and salaries being distributed for the 
purchase of those goods. In an effort to obtain sufficient money to fund its debt 
repayments, or pay interest charges on standing debts, a company is forced to set 
prices that are higher than the incomes it is distributing. In economic terms this 
is absolutely catastrophic, because it means the goods and services cannot be 
bought with the money being distributed for their purchase! In summary, indus- 
trial debt elevates the prices of goods and services above distributed incomes. 

At the same time, any consumer who has a mortgage, loan or overdraft must 
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make repayments. In the main, the only way he or she can do this is from their 
income; their wage or salary. But this drain on their income means that 
consumers will have even /ess money available for purchasing goods and services. 
In other words, consumer debt reduces disposable income. 

Thus, the combined result of debt on businesses and on consumers is to raise 
prices and reduce disposable income. This effect has been described as a ‘gap’ 
between prices and disposable incomes, or as a lack of effective purchasing 
power. But either way, what it means is clear. Consumers do not have anywhere 
near enough money to meet the total price tags of the goods on sale in the 
economy. 

This lack of purchasing power is the driving factor behind the debt-money 
supply. Since many people cannot properly buy the goods they need with their 
incomes, so they are driven to borrow-to-buy, and thus the money supply is 
sustained. The lack of purchasing power also deeply affects the commercial 
world, for if consumers cannot properly buy, industry cannot properly sell, there- 
fore profit margins are hit. As a result, industry is forced to borrow to invest, either 
directly from banks, or by selling shares, on which they must perpetually pay divi- 
dends, which are effectively a form of interest. 

Again, it should be stressed that this is not a stable situation, but a deteriorating 
one. Just as debt grows, so the gap between prices and incomes — the lack of 
purchasing power — also grows. The figures given earlier show to what extent 
industrial and consumer debt have escalated over the years, as related to GDP. 
Further statistics are available which show more directly the impact of debt upon 
prices and incomes. Analysis of the income which UK businesses obtain through 
their sales, shows that the proportion which goes on debt repayments has risen 
steadily. 


Percentage of business income required as interest on outstanding debt 


Year Percentage 
1963 7% 
1965 10% 
1970 14% 
1975 19% 
1980 25% 
1985 16% 
1990 28% 


Source: Robert Fleming Securities.? 


Since industries obtain most of their income through the sale of goods and 
services, this increase in interest repayments by industry must reflect an increase 
in the debt component of prices. The above figures therefore indicate the extent 
to which the debt component of prices is increasing. The lack of purchasing 
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power caused by industrial debt is clearly becoming worse and worse; the ‘gap’ 
between total prices and distributed incomes is widening. 

As regards personal consumer debt, the bulk takes the form of mortgages. The 
£411 billion of mortgage debt on 11 million properties requires average annual 
payments of approximately £4,000 per mortgaged property, depending on the 
prevailing interest rate. This is a highly significant decrease in disposable income, 
amounting to 25% of the net average income after tax. Again, this is a figure that 
has been constantly rising over the past thirty years as the figures in Chapter 2 
show. The narrower form of consumer borrowing involving credit cards and hire 
purchase is also escalating dramatically, with approximately £80 billion currently 
outstanding, requiring at least another 5% of current income for repayments or 
interest charges. 

With the average consumer presented with prices elevated by 28% due to 
industrial debt, and whose income is reduced by some 30% due to mortgage and 
other debt repayments, the gap between prices and incomes, or the lack of 
consumer purchasing power, is pronounced. This is a gap that cannot be closed 
by the theoretical ‘flexibility of prices’, and which is disguised and compensated 
for as mortgages and other forms of credit buying increase. And yet, it is a gap 
that is thereby constantly made worse as the total of debt rises, increasing the debt 
component of prices and reducing disposable incomes still further in the future. 

In tacit recognition of the lack of purchasing power, more and more firms are 
competing to offer the most attractive ‘buy-now-pay-later’ inducements. 
Borrowing has become almost another form of income; indeed, such ‘consumer 
confidence’ is relied upon by economists and politicians to drive the economy 
forward. 


Wage dependence 


The final ingredient in forced economic growth is wage dependence. Again, 
the debt-based financial system is entirely responsible for causing mayhem and 
misery. The general reliance on work to provide incomes presents the economy 
with a problem and a paradox; and these have become increasingly apparent 
during this century. The problem is unemployment; and the paradox is that unem- 
ployment is not, or rather should not be, a problem at all. 

In the modern world, technological progress constantly creates unemploy- 
ment. People are forever losing their jobs and suffering a catastrophic loss of 
personal income simply because the modern world has developed such aston- 
ishing and increasingly productive capability. In this sense, unemployment is 
simply leisure that has been concentrated and imposed on individuals; leisure that 
has been inequitably distributed; a sign of economic advance that has manifested 
itself as a social disease. However, the response of the last century or more has 
been to stamp this leisure out, ignore it, and redirect it back into the economy, 
deflecting leisure towards more work. We must get the unemployed back to work, 
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find them a job, give them a wage; only thus can we restore their dignity and 
involvement within the economy. But the developed economies in particular are 
so obviously wealthy that the need for job sharing or job rotation simply screams 
out, and this would seem to offer so much in terms of a balanced, rewarding life. 
Why does it not happen? 

The pressure applied by the financial system in this policy of constant re- 
employment is obvious at the gross, or macro-economic level. The nation has a 
huge national debt; the balance of payments is in dire shape; the budget deficit is 
dreadful. People must all work harder; the country must earn more. We must get 
the unemployed back to work. We must export more. However, the financial 
system has a far deeper and less visible contribution to the constant pursuit of 
employment. When the impact of debt finance on prices and incomes is consid- 
ered, the reason that unemployment presents such a problem, in an age that 
should long ago have come to terms with progress, becomes clearer. 

The unemployed are supported from the earnings of those in work, via govern- 
ment taxation. Modern unemployment benefit is founded entirely upon the 
assumption that incomes are adequate, in total, to buy the goods for sale in the 
economy. If this were to be the case, it would make absolute sense to tax the 
incomes of those in work to support those out of work. Between them, those in 
work and the unemployed could purchase the goods and services available in the 
economy. 

There is just one trouble with this assumption. It presupposes a happy state of 
affairs that doesn’t exist. As has just been discussed, the modern economy is 
dominated by debt and an acute lack of purchasing power. Distributed incomes, 
after industrial debt and consumer debt have had their effect, are totally inade- 
quate to purchase the goods of the economy. They are so inadequate that 
consumer debt has risen from £4 billion to £500 billion in just 35 years. To erect 
on top of this situation a system whereby tax is levied on those in work to support 
those out of work is next to criminal, both for those working, and for the unem- 
ployed. The result is that those in work have their incomes cut and are further 
impoverished, whilst those out of work are given a pittance. 

When an employee receives his wage packet, he is presented with prices he 
cannot meet, due to the obligation on businesses to set prices that enable them to 
repay their industrial debts. The employee then finds his income eroded by any 
obligatory outgoings such as a mortgage or overdraft. Finally, he has his income 
further reduced by government taxation to support the unemployed. There is 
absolutely no way that a person with a 25 year mortgage, paying on average 
£4,000 per year with the threat of repossession if he fails, confronted with goods 
which are priced out of his reach, and taxed to the eyeballs, is going to share his 
job. He simply is not in a position to do so. The debt-based financial system places 
the average consumer in a position where he is not so much prepared to take a cut 
in income, but looking for any means whereby he can improve it. The debt-based 
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financial system is directly responsible for ruling out job sharing as a realistic 
option for the majority of people with a job. 

As for the unemployed, what they receive via the government is the barest 
minimum, which is all the financial situation allows. Those in work cannot be 
taxed to an extent that would provide even a half-decent income for the unem- 
ployed. The government has enormous difficulty in raising revenue in an 
economy riddled with debt. Taxes levied on industry simply result in higher 
prices; taxes on earnings hit consumer spending, depress demand, and lead to 
business closures and more unemployed. So the amounts raised by taxation and 
given as welfare benefits to the unemployed are set at the barest minimum. This 
leaves the unemployed scraping from week to week in enforced idleness, poverty 
and despair. 

The unemployed are quite unable to re-engage in the economy on their own 
terms. They are without the modest resources needed to tool up and offer a 
service to the community; they are without access to funds that would allow them 
to pool expertise in co-operation with others and set up their own small busi- 
nesses. Meanwhile, those with a job are unable to job share, so the unemployed 
are forced to sit and wait for a new job to be provided. When jobs are created, it 
is almost inevitable, such is the degree of overlap and competition within the 
modern economy, that somewhere someone else will be thrown out of work! 
Apart from the damage this escalating development has had on the environment, 
there is another tragic loss. This is the constant denial of leisure. Each advance, 
improvement and increase in output, which actually represents a potential 
reduction in the need to work, is simply deflected into a struggle to find more 
employment. 

This approach to unemployment and the progress offered by technology, 
absolutely guarantees our subservience to accelerating economic growth. Every 
advance in technology which creates unemployment is simply met with a 
demand for more work, and as technological capacity multiplies our ability to 
produce, the process of change gathers pace, and the demand for work escalates. 
In effect, leisure, instead of being distributed, is literally force-fed back into the 
economy, creating yet more competition, leading to yet more unemployment, 
more expansion and still more competition. Eventually, the pursuit of work for 
the income it provides becomes an unquestioned end in itself, for the individual, 
and for the economy as a whole. We have reached the stage at which this is quite 
blatant. A new factory producing cars is welcomed for the employment it offers; 
but do we need the new factory? Are there not enough car plants already? In fact, 
are they not being closed regularly for want of sufficient sales? 

The situation is crying out for resolution. But it cannot be resolved whilst 45% 
of houses are mortgaged. It cannot be resolved whilst the members of an 
advanced economy are so tied to their jobs, by the need to earn money, that they 
cannot either share those jobs or take time out. It cannot be resolved whilst firms 
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are forced to set prices that attempt to regain from consumers money they no 
longer have — money created as a debt and distributed during investment — 
money which consumers have already spent, much of which has already found 
its way back to banks, or been reissued as further debt. The entire tangled web of 
financial obligation and false constraint disguises, overlays and interferes with a 
situation of massive welfare and genuine advance. And this massive degree of 
welfare is the greater reality, not the money version. 

All the research evidence shows that if people’s houses were secure and their 
incomes adequate, they would welcome a reduction in the need to work the long 
hours currently demanded. Job sharing is not being prevented by the greed of 
those with a job; it is being prevented by the lack of consumer purchasing power 
within a debt economy: in other words, grossly inadequate incomes and the inse- 
curity of widespread mortgage debt. It is the financial system which is entirely 
responsible for pricing out job sharing, and preventing phases of unemployment 
becoming accepted and enjoyed. It is the debt-based financial system which is 
responsible for making those in work evermore dependent upon earning, and 
thrusting those out of work into a ‘pool of unemployment’, ensuring that every 
economic and technological advance that creates unemployment is simply met 
with the cry ‘more work; more work; more work’. 


Summary 


These then are the ingredients of forced economic growth which, when they 
are viewed in action, completely demolish any suggestion that growth is respon- 
sive to the aggregate desires of people either as consumers or workers. All parties 
in the economic process — workers, consumers, businessmen and women, profes- 
sionals etc. are completely bound up through their reliance on the means of 
exchange to an economy out of all rational or democratic control. 

Unfortunately, such has been the collapse in viability of small/medium farms 
that these now often suffer from severe under-investment. As a result, although 
they are potentially more efficient, productivity may be only moderate and the 
land may even be neglected, presenting a depressing contrast with the sweeping 
acres managed by large agri-businesses. However this is not a full or fair compar- 
ison. On the few small/medium farms that have managed to survive as profitable 
ventures — often producing high quality produce — the productivity associated 
with good husbandry is in startling contrast to the prairie farming techniques of 
agri-business, which appear barren by comparison. This emphasises that, in the 
current balance of investment, land use and farming techniques, a far greater 
degree of potential productivity is being ignored. 


1 Bank of England. Statistical Release; March 1995 and 1997. 
2 Quoted in Richard Douthwaite. The Growth Illusion. Green Books. 1992 
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The myth of the consumer 
society 


T are many deceits in economics. Perhaps the greatest of these is bound 
up in the phrase ‘the money supply’, since as we have seen, the vast bulk of 
money is not supplied to the economy. The dubious claim to second place must 
surely go to the term ‘the consumer society’. 

This, we are told, is the age of the consumer, and people around the world are 
portrayed as either enjoying or desiring constant consumption. To supply the 
apparently insatiable material appetite of consumers in the wealthy nations, there 
is a steady outpouring of new goods into the shops and showrooms and onto the 
supermarket shelves; new models of cars, washing machines, cookers, hi-fi 
systems, toys and computers. Some of these are new inventions, although the bulk 
are simply new versions of earlier products. Many of them are startlingly innov- 
ative, the products of outstanding technological expertise, and seem to provide 
undoubted evidence of humanity’s economic advance. 

In addition to the rise in gross output, products are constantly being altered. 
Ceaseless re-design and modification mean that each model is produced for only 
a few years or even months, to be superseded by a more up-to-date version. No 
less striking is the level of product duplication between firms. The market in most 
goods and services is completely glutted, and presents an almost bewildering 
choice of different branded and unbranded makes. Countless companies all offer 
similar goods and services, with slight variations and marginal differences in 
design or appearance, with a choice of image, shape, colours, fittings and acces- 
sories, all of which are intended to ‘appeal to the consumer’. Many goods seem 
to be of an ever shorter lifespan and are regularly replaced. Fashion ensures a 
constant change in most products whilst service industries such as delivery, 
communication and travel are all faster, slicker and form an increasing part of the 
modern economy. 

The combination of all these trends projects the image that everything is being 
done for the consumer. But are these goods what people really want from their 
economy? Is this accelerating outflow of new products, ever slicker services, tech- 
nological sophistication and perpetually changing design a true measure of 
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people’s economic desires? Conventional economics has no answer but to claim 
that ‘what sells is what people want’, by definition. Is not everything directed at 
the market? Does not the consumer govern the market? And are not consumers 
people? The growth of the market economy must therefore reflect what people 
want overall. This conventional economic view is suggested by the very term 
‘consumer society’, which implies that the economy is responding to what people 
actually want. Industry embraces technology, and is simply seeking to meet the 
seemingly insatiable desires of humankind for ever more goods. Industry may be 
driven to a competitive hysteria of change, but over and above it all stands the 
consumer. The consumer rules; the market is their kingdom and sales are their 
sanction. 

The additional implication is that if there is anything wrong with the direction 
of growth of the economy, or the range of goods being marketed, or the effects 
of industry on the environment, then it is ultimately consumers — i.e. people in 
general — who are to blame. 

In fact, nothing could be further from the truth. The debt-based financial 
system makes a techno-marvel, quick-turnover, rapid-change, junk-produce 
‘consumer’ economy inevitable, and the consumer is completely subordinated to 
this process. People, both as consumers and workers, whether they are in the 
manual, business or professional classes, are caught up in the most ferocious 
winds of economic change. Consumers are no more in control than are the 
autumn leaves in an October gale. This is where debt finance has its most 
damaging and far-reaching consequences. When the three elements of forced 
economic growth discussed in the Chapter 3 are applied to the notional 
‘consumer society’, the position of people both as consumers and workers 
becomes considerably clearer. 


Compete, sell or starve 


To describe a constant flood of new and perpetually redesigned goods and 
services with so much commercial duplication as ‘consumer choice’ in an 
economy where people suffer from wage dependence, excessive debt and a 
chronic lack of purchasing power is not only unjustified; it misses the point utterly 
and completely. This is not consumer choice; this is rapacious industrial compe- 
tition. The incessant stream of new and redesigned goods is not at the consumer’s 
request; it is industry’s response to the financial conditions — the intense 
competition for sales and all-pervasive lack of purchasing power. These find their 
expression in a continuous pressure on people to retain or secure a job and a wage, 
and to keep earning, despite the material abundance and potential release from 
the need to work that surrounds them. 

Each industry presents an ever newer and more tempting range of goods, not 
because the consumer demands this, but because industries must compete for 
survival. Their workforce must compete for incomes in an artificially intense 
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financial environment — artificial because it is characterised by a constant and 
chronic shortage of consumer purchasing power. The ability of the modern 
economy to produce is staggering, the ability to buy is crippled, and the result is 
incessant industrial output driven by the need to work for an income. 

New cars are not designed in order to supply the consumer with something he 
or she doesn’t have, or has demanded. New cars are designed in order to secure 
for a manufacturer the edge in sales in a financial environment where not all the 
cars capable of being produced can be bought, and not all the car workers in the 
economy can be sustained. 

It is not sufficient to produce what the consumer wants; it is not sufficient to 
meet the market today. In defiance of modern technology and the leisure it offers, 
the Holy Grail of industrial success is a continuous market offering continuous 
employment. Industry must battle for the sales that meet the overheads and 
employees must struggle for the wages that pay the mortgage, while throughout 
the economy sales are perpetually undermined and compromised regardless of 
what is produced. By now, all firms have got the message. They know they must 
make any changes that will protect and consolidate their tenuous place in the 
market; they must constantly invest, change, and adapt to survive. They have no 
choice but to ‘keep up with the market’. Today, as everyone in business knows, if 
you are not part of the process of change, you will not be part of the economy 
for long. So the market is forever changing, with new and established companies 
all trying to defend their own corner or break into someone else’s, or get the upper 
hand in an economy where no-one dares stand still for a moment lest the firm will 
lose market share and people will be out of their jobs. Bankruptcy beckons for the 
unsuccessful firm, unemployment looms for its workforce, and the building 
society holds the title deeds on your house. 

So overproduction, competition, duplication and modification of goods and 
services have nothing to do with consumer demand. The momentum for change 
and the pressure to produce and innovate come entirely from industry. The 
perpetual flood of new goods and services is a form of industrial demand. It is 
people as workers — whether businessmen, entrepreneurs or employees — who 
are the driving force behind this forced economic growth. It is the result of the 
pressure on people as workers to compete and get from people as consumers what 
they need most and what is in critically short supply — money. People as workers 
have to compete for an income, while as consumers they must accept the stream 
of changes this brings. 

Not only is this forced economic growth not the result of consumer demand, 
but consumer buying patterns have been deliberately altered to adjust to the 
stream of constant production. The developed economies of the world now rely 
heavily upon the cynical manipulation of human emotions via image creation 
and advertising. As a result, consumers have become conditioned to buying 
marginal need products and fashion ‘designer’ goods with temporary appeal. To 


48 THe GRIP oF DEATH 


foster and also to supply these buying habits, and because they too are reliant 
upon work for a salary, masses of creative, intelligent people are employed in 
research which might indicate some gap in the market; some crack or tiny 
opening into people’s desires which can be opened up with a penetrating advert 
and turned into a money-spinning winner; some product or service that can be 
offered that people didn’t realise they needed; some fine alteration or elaboration 
in a product that will make it appeal to the consumer; some marketing ploy that 
will give their range of goods ‘the edge’. Again, this is not consumer demand — 
this is blatant aggression against the consumer, who is becoming part of the indus- 
trial process, subservient to its need for turnover, employment and constant 
growth. 

Of course, the financial statistics convince us that more work is the answer, and 
that these image merchants, advertising agents and marketing consultants are the 
lifeblood of the country. All around us, clear evidence of abundance is ignored 
and debt-finance statistics are believed. What the statistics say is taken up by the 
unemployed, who find themselves pushed into poverty. Their message is also 
taken up in other countries, and as our expanding industry threatens their 
markets, so they threaten ours. So, across the developed world, despite the super- 
abundance of consumer goods already available, investment for more jobs and 
continued growth is at the head of the political agenda. Huge waste is involved 
in this ceaseless pursuit of new products, an astonishing 80% of which fail in the 
market place. In addition it takes vast effort and cost in materials just to keep up 
with the pace of re-designing. Priority is thus given to the destruction of the envi- 
ronment, the squandering of resources, and the mindless waste of human effort. 


The pursuit of cheapness 


A constant rise in gross output and a ceaseless search for new products, 
services and employment are the first and most obvious results of debt finance. 
However, the financial system also manages to pervert the nature of this growth. 
One of the most insidious effects of a debt-based financial system is to influence 
the quality of what is produced in the economy. This brings us to the second char- 
acteristic of the ‘consumer society’ — the shortening lifespan and persistently 
declining quality of products. As we have seen, this is generally attributed to 
humanity’s insatiable acquisitiveness which takes expression in a perpetual 
desire for new goods. But again, the debt-based financial system is a key agent. 

To understand the role of the financial system in this decline in product 
lifespan, it has to be appreciated that money plays a key role as the feedback 
mechanism of the economy, Money tells industry what people want, or what they 
appear to want. ‘What sells is what people want’ has to be the working premise 
of industry. But consider how a persistent and chronic lack of consumer 
purchasing power affects consumer choice. It automatically gives an unfair advan- 
tage to low price goods, and industry has to respond accordingly. 
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Everyone knows that it is better value in the long run to buy good quality prod- 
ucts that last, than to buy cheap products that need to be replaced after a short 
time. We obviously could produce better quality goods, and some are available, 
but these seem to do less well in the market than the cheaper ones. Is this 
surprising? Our economy is based on a financial system that elevates prices and 
depresses disposable incomes. Of course most consumers cannot buy the good 
quality products that are available; the growth in debt shows that they can barely 
afford the cheap ones which predominate! 

People are perpetually forced to buy cheaper goods because better quality 
products would take too much of their limited disposable income; their inade- 
quate purchasing power. People are not being short-sighted, or embracing the 
consumer design ethic in buying a cheap kettle which will be replaced by another 
model with a new design within two years, when the first one has packed up. 
People are not being short-sighted — they just can’t afford to be far-sighted! No- 
one says, ‘Oh good, the kettle’s burnt out, now I can buy a new one, I just can’t 
wait to get my hands on the latest model’. We are infuriated by the poor durability 
of goods. But even if most people would like to take a long-term view, what they 
can afford at the moment of purchase largely determines what they buy. In 
response to this, industry has been forced to produce what will sell — poor quality 
goods that can be afforded, with the sweetener of some fashion appeal thrown in, 
to compensate for the fact that the last kettle only saw out its guarantee by about 
six months. But this is categorically not what most consumers want. Anyone with 
enough money buys a decent kettle — this is the real consumer choice. 

Let us be clear about the claim being made here, for it is an extremely serious 
one. In many ways, it is infinitely more serious than the fairly clear matter of spec- 
ulative production and economic growth in pursuit of perpetual employment. 
The assertion is that, in spite of our clear ability to produce good quality, durable 
products, and despite consumer preference for them, the industrial process is 
being steered away from producing and supplying these products by a monetary 
defect. Cheaper goods have a natural price advantage over more expensive ones, 
but in a debt economy, this becomes a pronounced and unfair advantage. Low 
price is at such a premium in a debt economy that industry is forced to develop 
in the direction of producing poor quality goods. There is an inability on the part 
of consumers to express and convey their real demand; a demand which industry 
could easily meet. 

This is true in countless areas of consumer ‘choice’. Research has shown that 
the lifespan of goods has been falling for years.! Vacuum cleaners now last an 
average of less than four years. Try to buy a lawnmower, and be prepared for a 
shock. Anything under £300 has a plastic chassis, light alloy engine, and is fitted 
with the flimsiest wheels and controls. If the sales manager is honest, he will warn 
you that it is not expected to last more than a few years. Yet, there are still old 
lawnmowers from fifty years ago that are perfectly serviceable. If we could make 
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them then, why not now? In fact why not even better? The answer is of course, 
we can. But try and buy a lawnmower that will last a lifetime, and you’re looking 
at a hefty bank loan. And so we constantly make lawnmowers, vacuum cleaners 
and kettles over and over again. 

One can look at almost any product over time and observe the results of a 
persistent standards-lowering competition in pursuit of a low-price market. This 
is particularly true of everyday household goods. For example, the new genera- 
tion of electrical fittings are made from the cheapest plastic, poorly finished, 
brittle, and with alloy screws. When compared with those made perhaps twenty 
years ago, the difference is pronounced. Kitchen utensils, furniture, baths, garden 
tools — today’s versions are smart when they are new, but try to imagine them 
in ten or even five years’ time. How many of them will still be around? 

With more expensive items, such as cars, the tacit assumption is that people 
cannot all have good quality products — that a shortage of really good things is 
somehow written into the physical laws of nature, or the scarcity inherent in the 
economic process. It is assumed that any ‘lack of purchasing power’ which limits 
the average person to buying a Renault or a Ford is a reflection of some real 
scarcity. Money is trusted. The limitation of money — in this case what each of 
us can afford to spend — is assumed to relate to some real limitation of what can 
be produced. In fact, this is obviously untrue, since it is far more expensive and 
wasteful in the long term to keep making things over and over again. It is also 
obviously untrue in the short term because there is huge surplus car manufac- 
turing capacity, and factories are being regularly closed. If this surplus capacity 
were part of an industry producing top quality cars, the surplus would be drawn 
in, and the quality would rise. That this does not happen is entirely due to the fact 
that consumers lack the monetary capacity to confirm their preference — a pref- 
erence which industry could easily supply. 

Of course, if cars were built to last thirty or forty years, as car designers claim 
is possible — and as Bentley, MG, Jaguar, Triumph and countless other compa- 
nies have already shown is possible — within a few years the car industry would 
retract to perhaps a quarter of its capacity, for want of new sales. Much of the 
industry would have worked itself out of a job. Yet we would all be immeasur- 
ably better off in real terms, with assets on four wheels instead of liabilities. This 
is the consumer choice that is being denied by the monetary process, and it has 
clear implications for leisure, worker satisfaction and the environment. 

Industry categorically cannot be blamed for this. The commercial world has to 
produce what people buy. As we have seen, cheaper goods are favoured, but this 
is not a Static situation. In the competitive sales environment created by debt 
finance, firms must look to any changes that will protect and consolidate their 
place in the market; they must continually change and adapt to survive. The price 
of goods is a dominant factor in that development. So, not only does debt 
financing favour low price, low quality goods in the shops, it fosters economic 
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growth in this direction. Each newer, cheaper, quicker, more productive method 
threatens and undermines existing businesses in the competition for sales, but 
these new companies, products and methods are themselves vulnerable to the next 
wave of changes. A cycle of successive change with low price, not quality, as the 
dominant consideration is imposed on our economies by the persistent lack of 
purchasing power. 


Mass production at an unfair advantage 


The pursuit of cheapness has an enormous influence on the structure of 
industry and employment. Wages are a major cost component to any company, 
so if it can reduce its wage bill, this is a major gain. ‘Improved methods’ has 
become virtually synonymous with cutting costs by reducing manpower and 
relying on automation wherever possible. If a company can mass produce and 
bulk transport its goods for a few pence less per item than a smaller, more labour 
intensive company, that small company’s days are numbered, even if it is producing 
goods of far better quality. 

This is another very serious claim. It is generally assumed that a firm’s success 
in the market place is determined by its efficiency in supplying what consumers 
want. We have grown used to the demise of smaller businesses, and the progres- 
sive dominance of large firms. In fact, by pricing out quality and durability, the 
debt-based financial system grants an unfair advantage to firms able to employ 
mass-production methods, and places all manual input at a disadvantage. 

Large firms using the latest automation, backed up by research and develop- 
ment facilities for constantly altering their product range, employing bulk 
transport and tying in with large wholesale and retail networks, are at a huge 
advantage under the current economic conditions. Such companies are also better 
placed to raise finance, either by share issues, or through large secured bank loans. 
Throughout, monetary issues favour the larger firms. As a result, the large multi- 
nationals now dominate. Smaller, more regionally based or more labour intensive 
companies tend to be forced out, even if the goods and services they offer are of 
a superior quality and accord more with what people really want. This has the 
most serious implications for transport and centralisation, which are discussed in 
the next chapter. 

The trend towards automation, cost cutting and efficiency constantly throws 
people out of work and leads to the collapse of ‘unsuccessful’ businesses. This is 
where the financial system, and the lack of purchasing power it creates, has its 
second critical effect. The drive towards cost cutting and automation has to be 
matched by a drive to provide new jobs whether or not these jobs are actually 
needed to produce anything, and whether or not the products they make are a 
genuine improvement on the existing range. 

The result is a disastrous match-up, a sort of marriage made in hell. The trend 
towards producing ever more, ever cheaper goods of poor durability is the perfect 
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answer to the quest for jobs; it perfectly supports the thirst for employment in an 
economy capable of good quality, but totally dependent upon work to distribute 
incomes. Two direct effects of the lack of purchasing power combine and 
hideously complement each other, directing our economies against true consumer 
demand and against people’s best interests. Lack of purchasing power (a) 
dictates that we should mainly buy poor quality goods, and (b) makes us totally 
wage dependent. Therefore, as workers we become financially reliant upon 
producing such poor quality goods, since cheap goods of low durability hold the 
promise of perpetual employment. 

What is not being claimed is that automation and mass production are wrong. 
What is being argued is that there is a relentless financial pressure towards 
automation, change and cheapness which has taken the process to excessive 
lengths, resulting in gross overproduction and a serious decline in the quality of 
products. 

The unfair advantage enjoyed by mass production in a debt-economy affects 
not only what people can buy, but the way in which they are obliged to work. 
Employment has become oriented towards producing vast quantities of goods of 
low quality and durability, and the obligation to work in this way is a clear denial 
of people's rights. The way people like to work ought to be a factor in the 
economy, especially since this is a wealthy age. Moreover it is a potentially 
constructive factor, since many people would prefer to work in smaller scale, more 
independent businesses, with a greater emphasis on quality. This is also what the 
consumer wants. But it is precisely what is being denied by our financial system. 
The demise of the personal touch, the decline of small and medium scale produc- 
tion of quality goods and the demise of skilled work all affect not only the quality 
of products but also the quality of peoples’ lives as employees. 

This is another serious claim. Not only is this not a consumer society, which 
fails to respond to the real wishes of consumers; it is also an economy that denies 
the rights of workers to produce what people want. The real desires of people as 
workers and as consumers coincide to a far greater degree than our modern 
economy allows. The later chapter on food and farming investigates the effect of 
the financial system in diverting the production of food away from what 
consumers want, and away from what farmers know, or at least once knew, to be 
good agricultural practice. 


Competitive industries 


The drive to find employment and the intense competition for sales have 
combined to give rise to another characteristic of modern economic growth — the 
upsurge of competitive support industries. These are industries which are used by 
individual firms to secure a competitive advantage in the market place, but when 
taken up by all firms, the advantage is cancelled out and the net result is the addi- 
tion of an entire industry offering employment, adding onto costs, but adding 
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little to the final product. The most obvious example of this is the advertising 
industry, where firms today advertise not only to gain, but to retain market share. 
What was once a success strategy has become an essential survival strategy, whilst 
the advertising industry booms. 

The phenomenon is also present in the world of information technology. In a 
debt-based economy, industry has an insatiable appetite for any technology that 
may improve sales, increase productivity, cut employment costs or any blend of 
these. Computers promise all of them and the world of work drives forward a 
ceaseless innovation of new hardware and software. In the end, each generation 
of computers becomes something that a company has to have to survive, the 
entire business world playing catch-up in the world of information technology. A 
technology that has the potential to help with the design and manufacture of 
goods; the potential to make the supply and administration of industry more effi- 
cient; the potential to make life just plain easier — this technology has been taken 
over by the debt economy, compromised and turned into a growing source of 
employment, ever-expanding output and the focus of escalating industrial 
competition. 

Chapter 5 shows how transport has also become a competitive support 
industry, at incalculable environmental cost, as commerce tries to supply ever 
more distant markets. As humanity’s technological ability and productive 
capacity increases, so the demand for and opportunity for an ever greater range 
of support industries, supplying and intensifying the competition between busi- 
nesses, increases. 


Conflict control 


The incessant pursuit of new goods and services, the bias towards products of 
poor durability and the growth of competitive support industries — these do not 
constitute the full extent of the essentially wasteful employment attributable to 
debt finance. By creating an artificially intense financial environment, fostering 
economic development which is counter to people’s desires and best interests, 
requiring the repayment of debts which are ultimately unrepayable, and insti- 
tuting a demand for a perpetual supply of waged employment, debt finance has 
engendered widespread tensions and divisions in what should be the co-operative 
venture of work. This has spawned countless bureaucracies, offering still more 
employment. 

Forced into intense competition to survive in the market, industries have cut 
costs and reduced quality, to the point where the consumer needs protection from 
goods that are so cheap they are unsafe. There has had to be substantial admin- 
istrative involvement and legal protection offered by a third party — government. 
Minimum standards have had to be set and monitored. Controls, regulations, 
product checks, visits by the Health and Safety Inspectorate, food hygiene and 
trading standards officials; all this immense bureaucracy is due in no small part 


54 THE Grip oF DEATH 


to the constant change of products, continual alterations in production methods 
and general poor quality, in an economy forced to grow constantly with low price 
as a priority. The common interest of producer and consumer in a safe, good 
quality product has been swamped and compromised by the incessant demand for 
change and the anonymity of distant production. 

The pressure on firms to persuade people to buy their brand of products has 
lead to hard-sell advertising campaigns. Therefore the power of advertising in the 
fight for sales has had to be curtailed by the establishment of an Advertising 
Standards Authority. Aggressive marketing is now moderated by trading stan- 
dards, and import controls are often necessary to regulate the impact of foreign 
goods. The struggle for survival amongst larger firms has necessitated a 
Monopolies and Mergers Commission. The pressure to stay one jump ahead of 
the field gave rise first to industrial espionage and then counterespionage. Coping 
with the environmental effects of forced economic growth is another booming 
area of the economy; an increasing amount of employment is supplied not just 
by the manufacture of antipollution devices but by the need to monitor, legislate 
and regulate the polluting effects of such abysmal mismanagement of our 
economic activities. 

Unemployment is another major source of conflict management, and another 
area of increasing bureaucracy. The matter of finding jobs for the unemployed has 
gone way beyond putting prospective employees in touch with employers. The 
effort is no longer administrative. There is now a huge bureaucratic ‘jobs’ industry 
involved in making work, finding work, training people to be ready for work and 
apply for work, and counselling people to cope with unemployment. The insti- 
tution of legal controls and redundancy rights, to protect the employee from 
dismissal, represents yet another bureaucratic industry which is a direct result of 
the frictions caused by deficit financing and employmentism. If people were not 
so reliant upon full-time employment; if job sharing and phases of unemployment 
were more accepted and financially viable, the power of employers to exploit, and 
the need for employment protection, would be greatly reduced. 

Whole industries have been born out of the social divisions attributable to 
wage dependence and debt financing. The bureaucratic administrations to hold 
these divisions amongst people in check are now themselves major sources of 
employment. The summary of this, is that constant growth and wage slavery 
eventually creates its own demands, and through social friction and economic 
waste, supplies employment. Much of this employment is administered by 
government bureaucracy and the costs are met through our taxes. However an 
increasing cost is being passed directly to people. What is called ‘defensive expen- 
diture’ within the economy has risen substantially over recent years. The most 
obvious forms of this are such items as burglar alarms, home security systems and 
neighbourhood watch schemes. But organic food, bottled water and water filters, 
smog masks and factor ten suncream are expenses incurred in a way that would 
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have been quite unthinkable and unnecessary 30 years ago. Also, mortgage 
protection, employment protection, insurance and private medical care are all 
booming areas of the economy. Through these expenditures, people attempt to 
protect themselves from the social, environmental and financial effects of today’s 
brutal commercial culture. 

The intention is not to suggest that all these regulatory agencies and ‘defensive’ 
expenditures are inherently unnecessary. Obviously, a degree of administration 
and regulation is to be expected in any advanced economy. But what is clear is 
that much of the need for these compensatory, conflict control agencies, and the 
huge expenditure they absorb, is a result of the rapacious economic development 
for which debt-financing is wholly responsible. Ultimately, a rich world, which 
denies its wealth and deflects the benefits of advance away from its people, will 
so corrupt the nature of its economy that it will make itself into a poor world. 


Decadent growth 


It has been pointed out by numerous critics that the reason this decadent 
growth fails to impact upon government policy, is that this policy is dominated 
by that icon of modern economic thought, Gross National Product. James 
Goldsmith discusses the mistake of identifying progress with the pursuit of an 
ever increasing GNP; 


Gross National Product is the official index used to assess prosperity. But 
GNP measures only activity. It measures neither prosperity nor wellbeing. 
For example if a calamity occurs, such as a hurricane or an earthquake, the 
immediate consequence is a growth in GNP because activity is increased so 
as to repair the damage... GNP is not a qualitative measurement but only 
a measure of activity, good and bad. And our plans are subservient to it... 
The fact that growth is achieved at the cost of social stability is ignored... 
All we hear is that if we could only achieve one half a per cent or one per 
cent faster growth in GNP all would be saved. In the United Kingdom, 
despite growth in GNP of 97% between 1961 and 1991, the number of 
those living in poverty grew from 5.3 million to 11.4 million.? 


The problem with identifying progress with GNP is that conflict control and 
defensive expenditures all register as additions to the GNP. They thus signify 
progress, when in fact such expenditures constitute a drain on the national wealth, 
and should register as negatives. Having to check to see that cheese is made 
according to all the regulations; having to fill in all the forms; having to fund a 
growing food safety inspectorate; this is not progress, it is a problem — a sign of 
economic and social decay. Cheese was made for centuries, and until quite 
recently was often produced in bulk, without food poisoning being a particular 
problem. It has become a problem only with excessive mass-production involving 
the modern cost-cutting methods that have been developed over the last three 
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decades. The many conflict control agencies do not in themselves produce 
anything; the need for them is a direct result of an economy that is not just failing 
to respond to the consumer, but totally ignoring his or her safety. 

Attempts have been made to quantify this ‘decadent advance’. The economists 
Nordhaus and Tobin? devised a broader measure of progress than GNP, which 
they called the ‘Measure of Economic Welfare’(M.E.W.). They found that the 
unquestioning pursuit of GNP growth was beginning to bring markedly dimin- 
ishing returns. In fact, the true standard of living was declining. In USA, M.E.W. 
reached an all-time high in 1969, remained stable until 1980, then actually began 
to drop steadily. This was despite a 30% rise in GNP and an increase in the use 
of fossil fuel by 17%. Such analyses help confirm the suspicion that economic 
progress, as measured by GNP, is being swallowed up by the demands it creates. 
Herman Daly, who also studied this area, came to the conclusion; 


The progress indicated by conventional national accounts is ... just a myth 
that evaporates when a welfare-oriented measure is substituted.4 


The business cycle 


The financial system not only forces us down this insane, conflict-ridden and 
counterproductive path, but causes additional torment by producing totally 
unnecessary slumps and booms. What is referred to as ‘the business cycle’ is 
entirely monetary in origin, shape and effect. The world does not change. People’s 
needs stay relatively constant and their realistic desires do not suddenly alter. But 
vast financial fluctuations sweep each nation, indeed the entire globe, bringing 
almost feverish economic activity followed by equally dramatic decline. Forced 
economic growth alternates with forced economic depression. Our economies 
seem quite unable to sustain a steady level of investment or a steady level of 
consumer buying. 

The part played by the financial system in causing this instability is best under- 
stood by considering the pattern and effect of industrial investment. Many firms 
borrow money for investment, and this is an important aspect of the money 
supply as well as a source of new jobs. But there is a time structure to such invest- 
ment which is of great economic significance. 

When a company borrows money, and begins investment, it distributes wages 
and salaries in advance of any goods or services coming onto the market. This 
time lag is critical. During the investment phase, the total of incomes throughout 
the economy rises, although no goods are as yet appearing on the market. This distri- 
bution of additional money compensates for the lack of purchasing power at that 
time, and the economy is given a boost of consumer demand. Sales improve, and 
business confidence increases. 

However, when the new products eventually arrive on the market, these will, 
of course, be priced to enable the company to repay its debts. The company is not 
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distributing any money other than current wages and salaries, yet it is seeking the 
gradual return of the total distributed during the investment phase. But consumers 
no longer kave this money! Not only will it have been spent, some will have been 
returned to banks as mortgage repayments or as debt repayments by other firms, 
and therefore not available without further borrowing. However, the firm that 
carried out the investment has to recover and repay it all; in fact, since interest is 
charged, the company must repay more than was borrowed. In terms of distrib- 
uting purchasing power, the company has ceased to be part of the solution, and 
has now become part of the problem. Moreover the problem is worse, with more 
goods competing, and more debt. But this does not show in the early stages of 
economic recovery. The firm’s initial investment will have boosted the purchasing 
power in the economy, demand will have risen, and by now other firms will be 
investing. 

The money that these other firms borrow into the economy, and distribute in 
advance of output, will again help cover the situation and compensate for the lack 
of purchasing power. But as these goods hit the market, priced to recover invest- 
ment costs, the problem of lack of purchasing power threatens to return worse 
than ever, unless even more firms are investing. Soon the economy is reliant upon 
an ever increasing number of companies investing, and although the economy 
appears to be thriving, the backlog of debt is growing. Therefore the economy 
must grow even faster; there must be yet more investment. Whilst industrial 
activity and confidence is growing, and new investments are compensating for the 
lack of purchasing power, so consumer confidence grows and consumer 
borrowing increases. 

Something has to give. Either the rate of investment falters, or skilled labour 
becomes in short supply, or projected sales fall in the competitive environment. 
Sometimes prices edge up, or foreign goods undercut domestic products, or raw 
materials become critical. Sometimes the outpouring of new goods simply fails 
to find sufficient market. Eventually, the rate of investment or the rate of 
consumer demand falters, and the backlog of debt begins to catch up. Usually 
price inflation occurs. Interest rates are quickly raised, debt repayments are 
thereby increased and purchasing power is further hit. Demand falls, projected 
sales fail to materialise, and the recession begins. And so we have a slump after 
the boom, with bankruptcies and repossessions to follow, in an economy which, 
only weeks before, was on a tidal wave of activity and prosperity. 

It is not only the mathematics of interest-bearing debt which makes stability 
impossible. The practical effects of debt financing make booms and slumps 
unavoidable. If an established firm finds itself threatened by a new company that 
has recently invested, and makes better, cheaper, or more appealing products, the 
original firm must respond. So they in turn invest in their company’s future. If 
products are being made more efficiently using automation, there is an associated 
demand for more jobs in the economy. More jobs creates more goods, again 
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threatening existing products, and so the competition increases. The more 
successful are the firms investing, the more the rest of the economy must respond, 
both in defence, and to compensate by supplying jobs. 

Just as booms gather pace, so do slumps, and it is easy to see why. Most 
consumer borrowing is done during the boom, on a wave of confidence. When 
a recession arrives, consumers are more cautious. Without the support of either 
new investment or consumer borrowing, the inherent lack of purchasing power 
takes effect, demand starts to fall, and firms begin to go under. As firms crash, 
people are thrown out of work, consumer borrowing and industrial investment 
fall even further and even less demand results. The entire economy is threatened 
by the fall in sales and the backlog of debt. At which point the government has 
to step in, with a large budget deficit and a heavy increase in the national debt, 
allowing the economy to limp along until the positive investment climate and 
consumer confidence can be restored. Then we can start all over again. The snow- 
ball of change begins, and the next business cycle takes shape. 

Politicians, economists and central bankers try desperately to chart a course 
avoiding the extremes of booms and slumps, managing the money supply by 
tweaking interest rates. But since an economy funded almost entirely upon money 
created as a debt is inherently insolvent and unstable, their success is at best partial. 


The exposure of industry 


The consumer is clearly completely subservient to the slumps and booms of 
the business cycle; but so too is industry. No one firm can either control or act 
counter to the conditions created by the financial system and industry is power- 
less to respond other than it does in the modern economy. Apart from the fact that 
companies are reliant upon sales to survive, they must make purchases from 
within the debt economy. Industry too is a consumer of goods, and prices elevated 
by debt hit businesses just as much as consumers. In addition, many industries 
have substantial financial liabilities. 

On top of any borrowing from banks, most major industries carry a large 
burden of share issues, which are also a form of debt. The price of these shares 
and their value must be maintained. Many companies are only solvent whilst their 
share value is above a certain level. Also, if a company wishes to raise money in 
the future by share issues, the value of its shares on the stock market is critical. 
Therefore, sufficient dividends have to be paid on these shares. 

In this sense shares have a debt structure; money is raised by the sale of shares 
and dividends are a form of interest repayment. Dividend payments therefore 
contribute to the elevation of prices in just the same way as borrowing from banks, 
and although a company has some leeway in setting its dividend, the conse- 
quences of too low a dividend are a fall in share values. Share issues are thus a 
major liability to companies. 

In addition to their financial liabilities, companies have to adapt, constantly 
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study their competitor’s products, play catch-up in the world of computer 
systems, market ever further afield and balance their usually slim profit margins 
against heavy overheads. They must not only battle for survival in sales, but also 
have regard for predator firms that might buy them out, possibly creating large 
redundancies amongst both workers and management. Predator firms themselves 
are often acting out of need for survival, forced to acquire smaller firms in order 
to build themselves up and gain some protection from takeover by yet larger firms. 
All these factors place each industry in a position of subservience to financial and 
economic trends around it. 


You’ve never had it so bad 


James Goldsmith points out that the apparently growing affluence of modern 
life is belied by a trend towards increasing poverty; 


In France, over the past twenty years GNP has grown by 80%, a spectacular 
performance. And yet during the same period, unemployment has grown 
from 420,000 to 5.1 million... In the United Kingdom, despite growth in 
GNP of 97%, between 1961 and 1991 the number of those living in poverty 
grew from 5.3 million to 11.4 million.” 


Similar trends have been observed in other developed nations, including 
America where the numbers of those earning an income below the official 
poverty line has increased markedly over recent years. In defiance of the finan- 
cial fact of £490 billion of personal debt in the UK, and in contradiction of all the 
survey evidence detailing the growth of modern poverty, our economists and 
politicians tell us that the standard of living is constantly rising; that we are better 
off today than at any time in the past. It is interesting to see how this is justified, 
because it involves many of the issues discussed throughout this chapter. 

The claim that we are better off than ever is usually accompanied by a graph 
or chart, claiming to demonstrate how incomes have risen by more than the cost 
of living over the last three decades. The standard measure of the cost of living 
is the RPI, or Retail Price Index. This is compared with average earnings, and 
according to these statistics, incomes between 1963 and 1996 rose by a factor of 
14, whilst retail prices rose by a factor of only 11. Therefore incomes have risen 
by more than prices, so we are clearly far better off. But we are not! If we were 
far better off, why is it that consumers suffer total debts of £490 billion, and why 
has the number of families below the poverty line steadily increased throughout 
those thirty years? 

The reason for the error is that the Retail Price Index is not the cost of living. 
This is a glaring mistake in economic analysis. The RPI is a snapshot list of prices. 
The cost of living is the rate at which money has to be spent, and that is a different 
matter altogether. There is a whole host of factors in the true cost of living of 
which the RPI takes no account, and which makes the RPI utterly irrelevant to 
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a true assessment of our financial status compared with the past. 

A fundamental flaw in the RPI is that no distinction is made between essen- 
tial goods and services, and the perpetual outpouring of non-essential products. 
For example, food in the UK has risen by a factor in excess of 20 and is far more 
expensive today than thirty years ago, but electrical goods are relatively much 
cheaper. Averaging out the RPI to produce the cost of living means that the high 
cost of food, which we must buy, is disguised by the growing range of low-price 
electrical goods. 

Also, the RPI takes no account of the durability of goods. If a kettle cost £10 
in 1963, but costs £20 now, the price has doubled. But if the kettle in 1963 was 
built to last fifteen years, and the kettle today only lasts three years, the calcula- 
tion is different — very, very different. Five of the £20 kettles will have to be 
bought to cover the 15 years of the older model, totalling £100. This is a rise in 
the cost of living from £10 to £100; a factor of 10. The cost of living is the rate 
at which money must be spent, and this must include product durability. The 
change in durability of goods alone is enough to entirely demolish the validity of 
the RPI. But there is far more. 

The RPI registers a marginal increase in the mortgage rate, so that the cost of, 
say, a £10,000 mortgage is slightly higher in 1996 than in 1963. Therefore, it is 
claimed, the cost of housing debt is little different, perhaps marginally more. But 
this is statistical nonsense. The RPI does not embrace the essential fact that people 
have far bigger mortgages. Average mortgages have risen from 1.1 times the 
annual income to 2.0 times the average income. What counts, in terms of the cost 
of living, is the rate at which money has to be spent in order to pay for something. 
In 1963 and in 1996, we probably ate the same number of loaves of bread. Price 
per loaf is therefore relevant. But in 1996, compared with 1963, we had to pay 
twice as much of our income on mortgages. To give the mortgage rate per pound 
borrowed is utterly irrelevant. It is the true cost of housing which is important. 
When the change in mortgage size as well as mortgage rate is taken into account, 
mortgages today eat into disposable income by nearly three times the amount 
compared with 1963. 

Also, the quality of housing has changed markedly over the years, with many 
cheap houses being built, and a considerable addition of subdivided houses and 
flats to the total list of dwellings. Therefore, the average house price in 1963 bought 
a far better and larger house then than the average house price now. But the RPI 
ignores this, although it is a factor for every family looking for a place to live. If 
evidence of this is sought, all that is necessary is to find the price of a specific indi- 
vidual house in 1963, and compare this with the price of the same house in 1997. 
This typically shows a far larger increase than that contained in the RPI. The RPI 
shows average house prices, but this is an average that has been ‘levelled down’ by 
the large number of cheaper properties added to the housing stock. 

Food is another area where like is not compared with like. A loaf of bread in 
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1963 cost approximately ninepence, or the equivalent of about 4p. In 1997, you 
can buy a loaf of bread from a supermarket for 29p. This is an increase from the 
cost in 1963 by a factor of roughly 7. Alternatively, you can buy a decent nutri- 
tional loaf of bread for 80p, an increase on the 1963 price by a factor of 20. Now, 
which should go in the RPI? Of course, it should be one of similar quality to that 
available in 1963. This would undoubtedly leave the 29p supermarket loss-leader 
loaf on the shelf, and off the RPI. 

Because food is such a vital part of the average household budget, and because 
incomes are so depressed, a huge range of non-nutritious, overprocessed, mass 
produced food is available today at quite low cost. But if we want to know where 
we stand today, sausages with less nutritional value than dog food and sufficient 
chemicals to convince people otherwise, have no place in the RPI. But these prices 
do register, as part of a weighted average of what people buy. In fact the RPI is 
weighted towards these cheaper goods, because people buy proportionately more 
of them. The RPI thus disguises completely the declining quality of food. 

There are a whole host of other superficialities and evasions contained within 
the RPI, which should be obvious to any economist, as they certainly are to 
anyone who has lived over the last thirty years and managed a household budget. 
The fact is that today, despite having many wonderful gadgets available, it is far 
more expensive to live, relative to income, than it was thirty years ago — which 
is why there is £490 billion of consumer debt, why so many households are 
dependent upon two incomes, and why there is creeping poverty. It is also why 
there is such attendant frustration at not being able to secure an adequate living 
in an age of such abundance and productive potential. 

The study of American housing referred to in Chapter 2 shows that precisely 
the same trends have occurred in the US. The number of mobile homes in the US 
has risen dramatically over the last forty years from less than 1% to the point 
where an astonishing 6% of all American families live in mobile homes. The 
percentage of flats has risen from 19% to 27% and the percentage of detached 
houses declined from 70% to 59% of the housing stock. The study is so compre- 
hensive it actually presents a Repeat Sales House Price Index which attempts to 
identify the true rise in the price of houses over time, taking into account the 
change in type and quality. This shows an increase almost 25% higher than the 
average house price contained in the official Consumer Price Index. 


Don’t blame the rich 


Most consumers have become quite used to borrowing-to-buy. They know that 
asking for more wages simply leads to price rises, and threatens the viability of the 
firm they work for. They have learnt that wage rises can never close the gap 
between what they can afford and what they want, even when what they want is 
quite justified — to be able to pay the bills and provide a reasonable (not indul- 
gent, just reasonable) life for their families. What the majority of people do not 
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know is what is responsible for this gap between what they can afford and what 
the economy can clearly provide. The financial system is above suspicion; money 
is trusted, so all the attention and anger is directed at industrial profits, or big 
salaries, or ‘the rich’. Surely, if the poor are poor it must be because the rich are 
rich. The focus of discontent is on ‘excessive profits’, high incomes and the visibly 
wealthy. 

But this is a mistake, and a huge one. If the origin of the lack of purchasing 
power is recalled, one of the major factors contributing to this is the obligation 
on industry to repay its debts, or pay interest on them, and so set a price higher 
than the incomes it is distributing. This means that a gap between prices and 
spending power exists even if the firm attempts to make absolutely no profit what- 
soever! If prices are composed of wages, salaries, debt repayments and no profits, 
the gap is still there. A lack of purchasing power exists before any profit is contem- 
plated or added. If a company were to set no profit margin, pay its owners no 
salaries, and its shareholders no dividend, the obligation to pay debts would mean 
that prices would still be above distributed incomes! Total prices raised above total 
disposable incomes is an inevitable result of industrial and consumer debt, and 
a direct consequence of money being created as a debt in the first place. 

As so often, the issues of rich versus poor, wealth versus poverty, profits versus 
wages are minor in the context of a situation which is intractable from the start. 
Profits anyway have a legitimate basis, in providing the company owner, or 
owners with income. Even if a company makes large profits, which is rare in 
today’s competitive market place, or if a company owner gives him/herself a large 
salary amounting to what many would regard as an excessive share of the money 
required for the purchase of goods, this does not change the fact that the prices 
of goods are raised of necessity by loan repayments. Industrial profit margins are 
actually far smaller than most people imagine. The numbers of ‘the rich’ are too 
few to make any difference. Debt is far more significant than a few individuals 
profiteering, and the shadow of debt is cast far wider. 

In fact, to the extent that industry and the rich are able to exploit people, this 
is in large part due to the financial vulnerability caused by debt finance. Because 
people are so completely dependent upon their employment, this grants compa- 
nies a high degree of leverage. How many people today can walk out of their jobs? 
Employment is at such a premium in the modern, competitive debt economy that 
it places employers in a position of great advantage; an advantage they should not 
have in a highly productive economy, which ought to create less wage dependence 
and allow more choice of where and when to work. If people were not saddled 
with mortgages; if incomes were not so depressed and unemployment benefit so 
miserly, any employer who treated his workforce badly, or underpaid them, would 
find himself either without a workforce, or with a very poor one. It ought to make 
good business sense not to exploit your workforce, both to encourage the 
workers you have and to attract good employees. But in a debt economy with 


THE MYTH OF THE CONSUMER SOCIETY 63 


depressed incomes, artificially intense industrial competition and a pool of help- 
less unemployed, the unscrupulous business-person can get away with it. This in 
turn puts a competitive pressure on other businesses to keep wages as low as 
possible and compete by any means possible. 


Inadequate conventional theories 


There is no entry under wage dependence or consumer powerlessness in the 
index of most books on economics. Standard textbooks say nothing about a 
widening gap between prices and incomes, or an ever more chronic lack of 
purchasing power. Indeed, modern economics denies any such phenomena exist. 
One of the axioms of textbook economics is that total prices and total incomes 
equate. This was actually enshrined in one of the pivotal theories of economics, 
known as ‘Say’s Law’ after the economist of that name. Say’s Law states that ‘out 
of the process of production comes sufficient money for consumption’. In other 
words, the industrial process distributes enough money for the purchase of the 
goods it produces. Although it has supposedly been superseded by modern 
Keynesian theory, as we shall see, the basic assumption in Say’s Law is still as 
fundamental to economists as the law of gravity. 

The main problem is a complete failure to take into account debt. Prices are 
held to be infinitely flexible, determined by supply and demand. The suggestion 
that prices have a functional minimum, below which they cannot fall without 
causing widespread commercial bankruptcy, is not admitted — although as we 
shall see later, history is littered with the results of a failure of incomes to meet 
the prices which businesses must charge simply to break even. 

In conventional economic theory, debt is considered essentially neutral in its 
effect on overall purchasing power. Certainly commercial enterprises must place 
a charge on their goods and services to cover interest charged on their debts — 
but this money is redistributed into the economy either as interest paid to depos- 
itors, or via wages paid to bank employees and other administrative costs of 
banking. Even that which is transferred to their reserves is usually redistributed 
via bank investments. The same is true of interest charges on mortgages and other 
consumer debt; again whatever interest is charged to borrowers can be held to be, 
in some way, redistributed. 

But this is not true when repayment of the principal — the amount originally 
loaned — is considered. Any demand for repayment of the principal originally 
loaned must constitute a charge which, by definition, threatens to withdraw 
money from circulation. Conventional theory appears to have an answer. Any 
monies returning as repayment of the principal are either available to future 
borrowers, or are invested by banks. But this answer glosses over the very crux of 
the matter. 

The whole point is that the economy is now quite dependent upon such contin- 
uous borrowing, and therefore dependent upon the unquestioned economic 
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expansion that accompanies it. Also, since redistribution by bank purchases 
involves them spending credit-money they have created out of nothing, to accept 
bank purchases as a balancing mechanism in the economy is to accept the transfer 
of assets to bank ownership founded upon their ability to create money. 

Once direct bank purchases for investment and the constant rise in current 
borrowing are taken out of the equation — the existence of a lack of purchasing 
power is undeniable. For empirical evidence, the perennial scarcity of funds and 
the extent of debt-buying show that a lack of purchasing power is one of the most 
prominent features of the modern economy. 

Since debt and interest are considered neutral with regard to prices and 
incomes, and prices are infinitely flexible, how then do economists explain the 
proliferation of debt buying in the modern economy? The reason for the blind 
spot on debt is simple; if you don’t look for something, you won't find it. 
Conventional economics has only two definitions of income, both of which are 
completely irrelevant to the matter of consumer debt. The first is gross income 
paid to an employee, the second is net income after tax, erroneously called 
‘disposable income’. And this is the problem. If a person receives £1,000 per 
month after tax, yet has mortgage commitments of £250 per month, what is their 
disposable income? Anyone with a mortgage will confirm that it certainly isn’t 
£1,000! If that person tries to dispose of the obligatory £250 mortgage payments 
on anything but his mortgage, the building society will rapidly dispose of his 
house for him! Anyone with debt clearly has their disposable income reduced. But 
the conventional definition of disposable income is that which is left after tax, and 
before any mortgage or overdraft commitments. If economists only look at how 
much money a consumer receives before he or she has paid their debts, and call 
this ‘disposable income’, this is hardly likely to reveal anything about the growth 
of consumer debt! 

Consider the information that is overlooked through this error. We have seen 
how consumer debt has risen between 1963 and 1997. Our first reference point 
for these figures was to relate them to Gross Domestic Product, which showed an 
increase from 11% to 70% of GDP. If the increase in consumer debt is related to 
average household income, the rise is even more revealing. The graph opposite, 
an expanded version of one presented by the OECD, shows the rise in UK house- 
hold debt as a percentage of household income. 

The graph shows that between 1963 and 1997, average household debt rose 
from less than 30% to over 100% of total annual income. In other words, the house- 
hold debt throughout the entire country, embracing rich and poor alike, represents more 
than the entire gross annual incomes of the country. Consumers have borrowed, and 
made purchases against their future earnings, equivalent to more than the 
entirety of their annual incomes! 

Economists are of course aware of the increase of consumer debt, even though 
it does not enter into their concept of ‘disposable income’. There are two schools 
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of thought to explain the upward trend in borrowing. What is so striking about 
these theories, is that they contradict each other, and both utterly fail to explain 
the phenomenal growth in debt. 

The first and more traditional theory is that this growth in borrowing is actu- 
ally a sign of economic prosperity, not poverty. The argument is that people are 
not forced into debt, but that debt is a choice made by the consumer; a decision 
to buy now, pay later. This is how the classic argument on borrowing proceeds. 
Using money borrowed through the banks, which is money lent from someone 
else, the borrower has decided to buy goods in advance of what they can afford. 
The lender has, in loaning this money, temporarily foregone his claim to those 
goods. The borrower will then gradually repay the loan, plus interest, grateful for 
having been able to obtain the goods in advance of what they could afford. As the 
borrower repays, the lender will gradually receive his money back. In effect, the 
borrower and the lender have taken turns at buying the goods of the economy. 

The most obvious defect in this hypothetical model is that it completely misun- 
derstands the bank loan process. Money borrowed from a bank does not require 
anyone to forego their claim to money or goods, even temporarily. Money 
borrowed is money created. And economists know and admit this... but it is not 
part of their theory on borrowing! It is almost as if one area of their knowledge 
has not filtered through, or been connected to another area, even though they are 
directly related. One has to wonder how a theory on borrowing can omit the prac- 
tical details of bank lending. 
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Now, this neglect of the origins of money explains the problem. If borrowing 
is seen as borrowing money from someone else, escalating consumer debt must be 
a sign of prosperity. If consumer borrowing is on the increase, this must mean that 
there is lots of money available to be borrowed. Other people must have equally 
large bank balances which they are not spending. These thrifty people appear 
perfectly willing for their money to be ‘loaned’ on their behalf by the bank, and 
used by borrowers. Thus, we are a prosperous generation, able to afford lots of 
consumer debt, for which we must be in large part grateful for those rich people 
who allow their money to be ‘loaned’ to borrowers. 

But the rise in borrowing is not because there is plenty of money. The 
borrowing is not of pre-existent money and the extent of debt is because virtually 
all money has to be ‘borrowed into existence’ in the first place. Theorising in 
complete disregard of another branch of their own discipline, ignoring all 
evidence to the contrary, of gathering poverty and crippling debt repayments, 
conventional theory concludes that the staggering increase in modern debt is due 
to half the population suffering from ever increasing consumer impatience and 
impetuosity, wanting goods in advance, whilst the other half is simultaneously 
smitten by a comparable level of stoic abstinence! According to this, the average 
consumer is so impatient that ‘buy now, pay later’ has become a form of modern 
disease. Precisely how consumers can be said to be being impatient when waiting 
twenty five years before owning their homes is a mystery. 

Not many economists now hold to this traditional theory on debt and 
borrowing. But the second theory is that if the poor are poor, it must be because 
the rich are rich. This view, which accepts that people are being driven into debt, 
argues that some people have too high an income, which is why others have too 
little. Therefore, those with too little are forced into debt, whilst those with too 
much purchase an undue share of the produce of the economy. Instead of absti- 
nence by the rich, this theory offers us indulgence by the rich! 

According to this theory, the price of goods is determined by wages, salaries 
and profits. And if some people take too high a salary, or some firms set too high 
a profit margin, they arrogate to themselves an excessive proportion of the goods 
of the economy. Those on a low income are then forced to borrow. But this is even 
more ridiculous. Here we have a theory on borrowing which omits borrowing 
from its original calculations entirely. The theory makes the groundless assump- 
tion that price is determined only by wages, salaries and profits. Nowhere is 
industrial borrowing taken into account as a component of prices, or consumer 
borrowing as an effect on disposable income. But having omitted debt from its 
input, the conclusion is that debt is the output, and the growth of debt is held to 
be purely the result of the balance between those factors selected — wages, 
salaries and profits. 

The evidence against this theory (incidentally a theory which shows the extent 
to which modern economic theory still tacitly adheres to Say’s Law) is absolutely 
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overwhelming. First of all, those suffering the heaviest debts in the economy are 
not the poor, but those people with an above average income. Mortgage debt is 
the most significant part of consumer debt, and the vast bulk of mortgages are 
suffered by people in the £20,000-£100,000 income bracket. These are not the 
poor, but they are the vast majority of borrowers. If the average income is 
£19,000, then those above that level should, according to this second theory on 
borrowing, be able to afford an above average share of the GDP, and least in need 
of borrowing. But these are the very class of earners most tied by mortgage debt! 

People with really high salaries hit the headlines, but the public do not seem 
to grasp how few of them there are. The average income of £19,000 embraces the 
salaries of all these high earners. It has been pointed out on countless occasions 
that averaging out all incomes would give the poor next to nothing, and by defi- 
nition would not help the £20,000-£50,000 income bracket, since these are above 
average earners. 

As for excessive profits, most companies survive on the slenderest margins, so 
competitive is today’s economy. The majority of firms also have substantial 
outstanding debts. In fact, the bigger the company, the larger the borrowing. Any 
profit a company makes has to be seen in the context of its outstanding debts 
before any judgement of excessive profiteering can be sustained. In fact, the 
majority of companies never expect to clear their debts through profits; the debt 
is kept at bay with interest payments, and any small surplus is used for investment. 
Even then, further borrowing is often necessary. The growth in industrial debt 
from 14% to 20% of GDP, and the rise in the proportion of industrial income 
which is gobbled up by debt repayments from 7% to 28%, both underline the diffi- 
culty industry has in securing break-even profits, let alone excessive ones. 

All the evidence is that industrial profits and the comparatively small number 
of high salaries cannot be responsible for a growth in consumer debt. As so often, 
the matter of rich versus poor, wealth versus poverty, profits versus wages, is a 
minor issue in the context of a situation that is made completely intractable by 
debt. The rich are, by and large, a complete irrelevance to the dominant economic 
trends under discussion. 

Conventional economic thought descends to the level of groundless assump- 
tion in the final element of debt theory. This is the so-called ‘equity theory’ of 
debt. Again, people with debts are held to have borrowed in some way from the 
rich. This is the argument. Because interest is paid by borrowers on their debt, and 
interest is paid out by banks and building societies to those with deposit accounts, 
those in debt are somehow supposed to ‘owe’ their debt to those with money in 
their accounts. In practical terms, this means that if a friend has a deposit account 
with £30,000 in it, and I have a mortgage of £30,000, my mortgage is ultimately 
owed to him. 

But this is arrant nonsense. If I truly owed him £30,000 then I must have 
borrowed that money from him. But if I had borrowed it from him, he should not 
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still have that money... so how then did he come to be in possession of the 
£30,000 again? How did it get back into his deposit account? 

Just how fallacious the equity theory is can be seen by the following hypo- 
thetical example. If I owed my friend £100 I could work for him for a day or two, 
and he could pay me £100. He could actually give me £100 in cash, and I could 
then give that money back to him, discharging my debt. In effect, my debt would 
have been discharged by my work for him and he would still have the £100 cash. 
Now see what happens with mortgage debt. If I owed £30,000 on a mortgage, I 
could work for the wealthy friend for a couple of years, during which time he 
could gradually pay me £30,000 from his building society account as a wage. I 
could then settle my mortgage. If my mortgage was truly owed to him, the 
£30,000 I paid him should return to him, as with the £100. What actually 
happens? I will settle my mortgage, the building society will receive £30,000, and 
he will receive nothing. His deposit account will have £30,000 less, having paid 
me £30,000 in return for the work I did. This is fair enough. But he will receive 
nothing of the £30,000 repaid as a mortgage for the simple reason that my mort- 
gage debt was not owed to him; it was owed to the building society. 

The equity theory is demonstrably false. The £30,000 will return to the bank 
or building society which created that money, and the party that gains is the 
building society. And it gains because it has the power to create money, and the 
power to demand that money be repaid. This hypothetical example was chosen 
to show the weakness of what is genuinely held as a respectable economic theory; 
that because interest is paid into banks by borrowers, and paid out to depositors, 
that the debt of borrowers is indirectly owed to depositors. It is not; such institu- 
tional debt is owed to banks and building societies. The matter of interest is a 
superficial connection, but not a direct causal relationship. 

The empirical evidence which confirms the falsehood of the ‘equity theory’ is 
that the great bulk of the £680 billion created by debt does not sit in deposit 
accounts gathering interest. There are not 11 million rich people sitting on 
deposits equivalent to the 11 million mortgages suffered by homeowners. The 
bulk of this £680 billion is active, circulating in the economy, providing 40 million 
people with incomes, supplying hundreds of thousands of small firms with the 
day to day requirements of business, thousands of world class companies with 
substantial cash flow, and also servicing the second largest stock market in the 
world. This money is needed for the economy. The 11 million households with 
a mortgage haven't borrowed a thing from any of those elements in the economy 
that use, or hold money. In fact, quite the reverse is the case... it is through this 
mortgage debt that the economy has been supplied with £411 billion of money. 
The rest of the economy quite literally owes it to these home-‘owners’ that this money even 
exists! 
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No excuses 


All the evidence and all the rationale is massively against the prevailing theo- 
ries on borrowing. The economy is now recognised as being quite reliant upon 
what politicians and economist call ‘consumer confidence’ — i.e. borrowing-to- 
buy. Obviously, the most expensive consumer items are where the lack of 
purchasing power is most acutely felt. We have seen what this means in housing. 
The next most expensive consumer item — cars — are now generally bought on 
some form of deferred payment scheme. Other major purchases, such as home 
improvements, furniture and electrical goods are being increasingly purchased 
using some form of credit. Borrowing is becoming ever more important as a 
supplementary form of ‘income’ for people. Only an understanding of the debt 
money supply adequately explains this. 

It is one thing for the public to be confused by the issues, and drawn towards 
envy of the rich. But there is no excuse for the economics profession. To attribute 
modern poverty to an inequality of incomes is an argument that is quite unsus- 
tainable. Economists should know that the relatively small number of super-rich 
cannot explain modern mortgage debt. Economists should know that the middle- 
income groups who receive an above average income support the highest debts, 
through mortgages, and that therefore the distribution of incomes cannot account 
for the level of such debt. Economists should know that modern business profit 
margins are tiny, and more than offset by the rate of increase in industrial debt. 
Economists should know that none of their theories offers an explanation as to 
why the economy has grown reliant upon borrowing. There is no excuse for econ- 
omists not properly examining the financial system with relation to prices, 
incomes and modern debt. 

The reason for discussing these theories is not just to show their weaknesses. 
The main reason for criticising conventional theories alongside the case for mone- 
tary reform is to show to what an extent money is misunderstood by economists. 
The flaws in the above theories all have a common thread running through them. 
The common feature in all these inadequate theories is a failure to apply an under- 
standing of how banks and building societies create money. Money borrowed is 
not money leant; it is money created. Economists know this, but fail to apply it 
throughout their discipline. At the heart of the economy is money, and at the heart 
of modern economics is a misunderstanding about money. 


The pressures of work 


The pressures of work dominate our lives, just as the pressures of finance 
dominate the economy, and we are all bound together in it as businessmen and 
women, as consumers, as workers, as whole people. The desire for a wage to avoid 
the poverty of unemployment, the limitation of buying only those goods one can 
afford, even if they are rubbish; the pressures of mass advertising and image 
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creation on us and our youngsters; the pressure to increase production to keep the 
firm competitive, the pressure to sell in order to keep the firm in business and keep 
your job; the pressure to create the demand for each new product or service, 
without which the firm’s place in the market is weakened; the pressure to invest 
in new technology and improve productivity in order to remain competitive; the 
pressure to create new jobs; the pressure to defend home markets; the pressure to 
invade foreign markets in the international scramble for export revenue in a 
glutted world market. All these pressures are exerted through money; through 
prices, incomes, costs, overheads, out-goings, repayments and bills. And everyone 
responds to those pressures because if they do not, he or she may be out of a job, 
and out of their mortgaged house. And everyone responds to these pressures 
because they believe and trust in the monetary statements that accompany them. 

To call this a consumer society is not just inaccurate — it is the complete 
reverse of the truth, since the pattern of development is founded upon the power- 
lessness of consumers to buy the products of the economy. People may be broadly 
content with the quality and quantity of goods available in the economy at any 
one time, even if they cannot afford to buy them due to the inadequacies of the 
financial system. But there is no way that they can express this ‘semicontent’ and 
exert any control or restraint over the shape of the economy. Often, the changes 
that result are specifically what the consumer does not want; people regularly 
complain that the products they prefer are no longer available. 

Much criticism is levelled at people for supporting the ‘consumer society’ by 
buying the trivial, non-essential junk items that the modern economy produces. 
But is this surprising? The progressive dominance of cheaper goods has gradually 
undermined the whole principle of quality and long-term value. Most people are 
significantly in debt, but have arranged their affairs to ensure that this debt is 
spread as thinly and as far as possible into the future, through the mortgage on 
their house. Such debt is so large anyway, that a few pounds a week on trivia and 
a splash at Christmas to keep the kids happy makes little overall difference. 

In addition, people are involved in the economy as workers as well as 
consumers, and the economy which produces these goods also consumes their 
lives. Considering the friction and competition of the modern economy; the 
number of repetitive, dull, conflict ridden and inherently unsatisfying jobs; the 
insecurity and stress of much modern employment; the mass marketing pressures 
of advertising and fashion; the frantic pace of life and the lack of long-term secu- 
rity leading to a desire for short-term gratification; considering all this, is it 
surprising that people in their guise as ‘the consumer’ gather what they can, 
however trivial and worthless, from the economy on which they are totally depen- 
dent and to which they are bound? 

There has been a steady increase in the pressures associated with work as firms, 
driven into cutthroat competition, try to employ one person to do the work of 
two. Jobs are becoming ever more demanding and many people find themselves 
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in positions of acute stress and overwork. In 1995, the independent research 
group, Demos, published a report entitled The Time Squeeze. This detailed study 
found that work-related stress, fatigue and general employment dissatisfaction 
were plaguing an increasing number of employees both in the UK and Europe; 
there were just not enough hours in the day to work and relax properly. The Time 
Squeeze also described how incomes had fallen over the years in real terms, how 
both men and women are now caught up in the need to earn since two wages are 
often needed to support a household where a mortgage exists. That these exces- 
sive demands from employment are not what people really want out of life runs 
throughout such studies. 

The dominant consideration in our economic system is not what people want, 
either as consumers or workers, but what people can afford or be persuaded to 
buy, and what they can be persuaded by force of circumstance to do for money, 
as a job. To put the matter another way, the modern economy is driven, not by the 
aggregate desires of what people want out of the economy, but by what the 
economy can get out of them. The only fitting word for this is slavery. 


Slaves to economic growth 


We are bound to our jobs by our reliance on a wage, and held there by debt, 
lack of purchasing power and the fear of unemployment. The pressure exerted by 
finance throughout the economy has been sufficient to impose an entirely new 
economic culture on many countries. In less than a generation, people have 
worked so hard that their combined efforts have altered the physical structure of 
their society beyond recognition. People have been obliged to keep pace with 
rampant industrial change, altering their working methods, retraining, often 
uprooting themselves from their homes to follow employment. The unsuccessful, 
and those unable to adapt, have been sidelined into poverty. Many of those who 
have made the effort to conform have had their employment terminated, their 
businesses overthrown, or their homes taken from them and their families 
destroyed by the harsh winds of economic change. Even the successful have been 
forced to run to stay on their feet. 

As consumers, people have had no control over what is produced, and are 
collectively unable to buy what is available without deepening their debt. They 
have had no choice but to relinquish what has gone and accept what has replaced 
it. They, and especially their children, have become the subjects of intense psycho- 
logical manipulation. This, combined with the fact that goods are so tantalising, 
yet always financially out of reach, has resulted in a culture of perpetual desire 
set against a background of frustration and discontent. For workers there has been 
a steady increase in the demands of employment and a constant denial of leisure, 
which is the natural alternative and counterbalance to such rapid change. With 
due regard for the absence of physical force, but considering the degree of finan- 
cial compulsion, and bearing in mind that it is the fruits of their own labours to 
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which they are denied full access, and not least in the denial of leisure, slavery is 
a term which is utterly appropriate and fully warranted. 

This economic slavery is underlined by the status of the unemployed. The 
benefits that the unemployed receive are so derisory that they are barely adequate 
to survive on. There is certainly no question of them having sufficient resources 
to buy tools and equipment, and re-engage themselves in the economy as 
producers, or by pooling resources with others to set up their own small business. 
Also, the economic conditions that prevail in a debt economy place small, labour 
intensive businesses, which the unemployed might otherwise start, at a huge 
disadvantage. The result is that the unemployed form a pool of reserve labour. 
When jobs are created, it is almost inevitable, such is the degree of overlap and 
competition, that someone, somewhere else, will be thrown out of a job. This situ- 
ation, a pool of recycled unemployed, whose dependence is created and deepened 
in every way by the financial system, and whose only chance of employment is 
in the jobs favoured by the debt-economy, is a blatant description of slavery. 

Perhaps the best way to emphasise the nature and permanence of this slavery 
is to consider once more the monetary dimensions of the situation. Just how ruth- 
lessly the debt finance system exerts its demands then becomes apparent. The 
obvious result of a lack of purchasing power is that not all the goods produced 
at any one time can be sold. The implication might appear to be that consumers 
could limit what they buy to what little disposable income they have. Consumers 
could ‘cut back’. But this is not an option. The situation is far more demanding 
than this. The structure of debt finance demands that sufficient debt be under- 
taken to maintain the circulation of money. If consumers all went on an 
economy drive, and tried to buy only what they could afford, paying off their 
mortgages and eating baked beans, apart from the fact that much industry would 
collapse, prices and incomes would have to adjust to the point at which sufficient 
people were forced back into debt to continue the money supply. This is the true 
meaning and day to day operation of debt finance. No matter how much they try, 
no matter how thrifty consumers might be, overall, they must go into debt. 
Sufficient debt must be undertaken. The money supply demands it. 

This is not an unfamiliar position to find people in. Cheryl Payer describes the 
arrangement called ‘peonage’, otherwise known as financial slavery; 


In the peonage, or debt slavery system, the worker is unable to use his 
nominal freedom to leave the service of his employer, because the latter 
supplies him with credit ... necessary to supplement his meagre wages. The 
aim of the employer/creditor/ merchant is neither to collect the debt once 
and for all, nor to starve the employee to death, but rather to keep the 
labourer permanently indentured through his debt to the employer.® 


Debt finance results in a constant and chronic lack of effective purchasing 
power, and it has to. If there were sufficient purchasing power, gradually mort- 
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gages would be paid off and industrial debt discharged, which would remove 
money from circulation, which as we know from the constitution of the money 
supply is simply not possible. We are thrown back, time and again, to a situation 
which is quite intractable. The creation and circulation of money requires perma- 
nent debt. And so long as we are in debt, so are we bound to paid employment. 
No matter how much we produce, no matter how efficiently and cheaply; no 
matter how much mass-production and cost-cutting is undertaken, overall we 
must be in debt. The money supply demands it. The money supply demands that 
Americans be in debt, and that Argentinians be in debt. There is no accommo- 
dating to the degree of economic advance. The debt persists and grows, and the 
economy charges on. Again we come back to peonage; to a people tied perma- 
nently by monetary force to perpetual labour, irrespective of their wishes or needs. 


Summary 


The intention of this chapter has been to show where true responsibility for the 
direction of our economy lies. And it lies with the financial system. The modern 
economy is being driven forward, not by genuine material need, nor by consumer 
demand, and certainly not by a general desire on the part of the population to be 
involved in a technological rat race involving junk production. The modern 
economy is driven from the centre by an inherently unsupportive and unstable 
financial system, and by the peculiar conditions and severe financial pressures 
which this generates, and to which people must respond. 

The conclusion of slavery should not really come as a surprise. We have always 
known, or suspected, that something like this was the case. The analysis of the 
interplay between finance and economics simply confirms the popular perception 
that the economy is not responding to what people really want, and that the 
human race is perched precariously on the back of a gargantuan economic 
monster which is devouring the globe and charging blindly forwards, carrying us 
into an unknown future, whilst the consumer products we are presented with on 
the way are little more than momentary spin-offs from a process over which we 
have no control, either individually or collectively. All that has changed by this 
analysis is that the monster has been identified. It is not technology at fault; it is 
not widespread human greed, or some defect in our species; it is not the 
inevitability of progress. It is an archaic, grossly inadequate and inadequately 
understood financial system which is the agent of this compulsion. 

This brings us back to Lord Stamp’s prophetic warning, and gives full and 
frightening substance to it. ‘If you want to be slaves of the bankers, and pay the costs 
of your own slavery, then let the banks create money’. We are paying the costs of 
slavery; we are paying with a lifetime of utterly unnecessary economic servitude. 
When one reflects upon the environmental impact of forced economic growth, 
the cost of slavery may well include not just our lifetimes, but our lives, and those 
of our children. 
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It is vitally important to establish that the choice of the word ‘slavery’ is not a 
matter of exaggeration. In part this will depend upon our ability to see through 
the pointlessness and waste involved in much modern employment, and to 
perceive how so much of this effort has its origins in the demands and conflicts 
caused by money. But many people will not be able, or will not want, to see this 
tragedy of human effort. For them, the suggestion of slave status will be some- 
thing they do not wish to hear. This is particularly true in the case of those whose 
finances are relatively stable, even if they are in net debt. The middle classes are 
those who bear the heaviest burden of debt, because their incomes allow it. But 
their employment is often relatively secure, and it is they who enjoy most the 
outpouring of consumer goods and the pizzazz of modern life. Familiar with, and 
coping with the demands of finance, the suggestion of slavery might seem at best 
an irrelevance, and at worst an insult. Many such people, especially the successful 
ones, have become accustomed to and even enjoy the cut and thrust of the busi- 
ness world, the challenge of modern life and the exciting advance of technology. 
But let them be under no illusion. They may be enjoying the ride, they may be 
relishing the conditions, but they too are slaves and their children may not be so 
fortunate. C. H. Douglas stated in 1936; 


It has to be realised that not for thousands of years have the people of these 
islands been so completely enslaved as they are at present, and that the 
primary characteristic of the slave is not bad treatment. It is that he is without 
say in his own policy.” 


If those people who are reasonably contented with the financial system and 
their place in the economy ever try to move against the prevailing financial condi- 
tions; if they once find themselves threatened with unemployment or 
repossession, or suffering ill health from the stress of overwork they will begin to 
discover the nature of the bars that are all too cruelly apparent to those who are 
not enjoying the ride. None of the advocates of ceaseless advance; none of those 
impressed by humanity’s technological progress; none of the reasonably 
contented professional classes can view the future with unbridled optimism, and 
without some glimmer of concern for the gathering environmental and social 
effects of modern economic growth. And none of them can have any certainty 
of our ultimate destination. That we are slaves is a matter of fact, not an opinion; 
whether we choose to do anything about it is a matter of choice. 
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Transport and centralisation 


T escalation of transport demands is widely acknowledged as one of the 
most urgent and apparently insoluble economic and environmental prob- 
lems. After a brief examination of some of the evidence, the financial analysis of 
the previous chapters is applied. The nature of the transport problem becomes 
considerably clearer and also the fact that the transport crisis is just one aspect of 
a general disorganisation of the economy in line with the financial pressures and 
economic trends generated by debt-finance. 

After years of lobbying and protest by environmental groups, the British 
government has finally accepted the full extent of our traffic problem. The 
SACTRA report in 1994 and the 1997 Road Traffic Reduction Bill passed by the 
Conservative government, virtually their last act of legislation, signified the literal 
U-turn on transport policy that has taken place over the last decade. The penny 
has finally dropped. Building more roads to solve traffic congestion simply 
encourages traffic growth, rapidly leading to even worse congestion. 

According to Phil Goodwin of Oxford University’s Transport Studies 
Department, one of the authors of a government report on the roads network, new 
roads generate up to 10% more traffic in the short term and up to 20% more in the 
long term, quickly reaching saturation level; at which point new roads are called 
for. By trying to accommodate today’s traffic overload and reduce the danger and 
congestion on our roads, we are creating a worse problem for tomorrow. The 
problem seems to be that traffic volume increases to fill the space available to it. 

There has been much discussion of the inexorable growth of transport and an 
impressive list of policies offered to accommodate the problem. These include 
fine-tuning the current network of road and rail, to maximise its efficiency. A 
redistribution between private and public transport is often advocated, with larger 
subsidies for rail and bus services. Tram systems, park and ride schemes and inner 
city licences have all been proposed to reduce traffic and pollution in cities, and 
many such systems have been built. Paratransit (load sharing by lorries), peak 
demand spreading (levelling out traffic flow throughout the day), electronic tags, 
tolls and permits, punitive fines, cycling networks, and even coastal sea routes; the 
list of policies is impressive, but the likely result is not. 

It has been calculated that ‘integrated transport systems’ involving a blend of 
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such policies, in a carefully balanced programme to maximise the use of our 
present road and rail networks, would only reduce the current levels of road traffic 
by some 20% over the next ten years. But by then the actual demands on transport 
are expected to be at least 30% higher, so these policies, if they were introduced, 
would actually preside over a net increase in road traffic levels. And what do we 
do then? By the year 2025, projections are for traffic levels between 80% and 140% 
higher than at present. How can this be accommodated? When the options of 
switching from road to rail, and from car to bus, have been pursued to the point 
at which they fail to bring further returns, where will we look then for a remedy? 

The intention here is not to argue against a redistribution between road and 
rail, or suggest that integrated transport policies are not worth pursuing. But 
according to their own estimates of success, they cannot solve the overall trans- 
port problem. The most that they can do is ameliorate and defer it. On this basis, 
it seems fair to suggest that the solutions offered do not address the true nature 
of the problem. The point is clearly to ask why transport is continually increasing 
at such a phenomenal rate. 

In a widely publicised programme in April 1997, the BBC Panorama 
programme offered the popular and absurdly superficial conclusion. The inter- 
viewers and experts all shook their heads and agreed that the motorist’s ‘love 
affair with the car’ would have to end. It was no good we were just driving too 
much. The analysis went no further. So there you have it — it’s our fault; we 
should have guessed it all along. As with the consumer society, all the blame is 
put on ordinary people. The same view is expressed by S. J. Shaw; ‘The rising 
affluence of consumers in developed countries is generating a huge increase in the 
demand for transport’.! In the background of the Panorama documentary, the 
crawling daily backlog of traffic extended for ten miles down the M6. There they 
all were demanding transport, with steam coming out of their ears and doing two 
miles per hour, having a ‘love affair with their car’. The suggestion that anyone 
was in that jam who absolutely didn’t have to be was so ludicrous; and all the 
evidence points in another direction entirely. 

A study by Stephen Peake, a research fellow at the Royal Institute for 
International Affairs, showed that between 1965 and 1992 overall traffic demand 
increased by nearly 200%.” But of all the categories of road transport, ‘private 
miles’ for leisure showed the smallest increase, of 45%. Meanwhile, total goods 
movement and freight increased by 110%. 

Other studies have shown that during the 5 year period from 1985 to 1990, all 
forms of commercial traffic increased by 30%, whilst private miles rose by just 
11%. The evidence is that if we want to understand and ultimately reduce 
burgeoning traffic levels, it is the commercial world to which we should direct our 
attention, as much as the private motorist. It is not the private motorist who is 
waiting in droves for the new bypass to be built, so that he can spill out onto the 
motorway and suffer the frustration of gridlock. It is commercial transport that 
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is immediately encouraged, and driven to compete. Much of this commercial 
traffic is assumed to be private because of the growth in numbers of company 
cars. 60% of all new cars are now bought by commercial concerns. The ubiqui- 
tous company car on its variable business schedule, dealing with buyers and 
suppliers, retailers, customers and agents, is indistinguishable in the evocative 
traffic jam photos from the private car on personal business. 

Trying to dislodge commercial traffic from the road would be much more diffi- 
cult and more unpalatable for politicians than focusing on ‘private miles’. To 
penalise industry and trade by taxes, licences and inner city bans would be held 
to have a direct effect on prices and competitiveness, depressing commercial 
output and slowing economic growth. No one asks why businesspeople need to 
travel so far to their appointments; no one suggests a campaign to encourage 
company executives onto cycle paths, or calls for laws preventing industries from 
distributing their products more than fifty miles from their factory. The criticism 
is directed at the private motorist; he is the ‘non-essential road user’. The 
company executive, service engineer, commercial supplier, whether in a car, lorry 
or van, are beyond reproach; they are ‘at work’. At the heart of the transport crisis 
is our habit of allowing the demands of industry to reign paramount, and our 
inability to exercise adequate control over those demands. 

In part, this stems from the assumption that commercial traffic is automatically 
a ‘good thing’. Politicians and economists seem unable to view any form of 
economic activity other than as desirable. Signs of progress; signs of productivity; 
travel, bustle, movement, loading and unloading; they are all ‘work’, and work is 
equated with prosperity. But this is a terribly shortsighted view of work and trans- 
port, for in itself commercial transport involves a consumption of energy. 
Transport represents a cost to industry, no less than heating and electricity. 


The struggling economy 


In a complex, heavily centralised nation such as ours, excessive transport is not 
necessarily a sign of the economy functioning; it is just as likely to be a sign of an 
economy struggling. Some recognition that our economy is indeed struggling 
under its own transport demands was shown in the document Trade Routes for the 
Future published by the CBI.’ This estimated that congestion was costing the 
economy £15 billion per year, which is over £10 per week per household. This is 
in line with the OECD calculation that, on top of the massive cost of transporting 
goods and services, approximately 3% of the GDP in developed countries is 
consumed purely by congestion. 

The statistics associated with transport demand offer some interesting compar- 
isons. For example, whilst commercial transport rose by 30% in the five years 
between 1985 and 1990, GDP rose by only 9%. Now this comparison offers a 
valuable insight into what the economy is gaining from all this travel, bustle and 
ferrying of goods, services, and personnel. Since commercial transport is an 
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economic input and a cost to the economy, whilst GDP is a measure of the value 

of economic output, the inescapable conclusion is that the growth in commercial 

transport is bringing markedly diminishing returns. But if commercial traffic is a 

cost to both the company and the country, as it certainly is, this makes it all the 

more remarkable that levels are escalating. 

The financial analysis of debt-based economic growth, the waste it involves 
and the unproductive employment it generates, provides some valuable insights 
into the transport problem. The analysis also shifts the focus of blame for our 
transport crisis considerably. The effect of the financial system can be broken 
down into three principal factors. 

1 An obvious factor in the unrelenting rise in commercial transport levels is the 
constant growth in output involved in forced economic growth. As gross 
economic output rises, the transport associated with the supply of raw mate- 
rials, the distribution of products, and the network of support and service 
industries also grows. However, as we have just seen, between 1985 and 1990, 
the increase in gross output of 9%, as measured by GDP, was small compared 
with the soaring demand for 30% more commercial transport. There are obvi- 
ously far more complex factors at work than a simple rise in gross output. It is 
the subtler, less visible effects of the financial system which offer a deeper 
explanation of our rapidly increasing commercial transport. 

2 The poor durability of goods has an obvious impact upon transport. If we 
continually erode the life span of goods by making them more cheaply, we 
increase traffic demands in proportion. The effect is simple and direct. If we 
halve the durability of our goods, we double the transport involved in keeping 
society supplied with them. This matter of product durability is one for which 
both industry and consumers are quite blameless. It is a direct result of debt 
financing, and therefore the excessive transport demands involved in keeping 
society supplied with poor quality goods of low durability are also attributable 
to debt financing. 

3 As the previous chapter argues, small/medium size industries marketing 
locally and regionally are at a competitive disadvantage in an economy 
favouring cheap mass-production. The progressively larger industries that have 
evolved over the years now market over much greater distances. The principal 
factor leading to constantly increasing commercial transport derives from this 
advantage to big business. This is the trend towards aggressive ‘extensive’ 
marketing, which needs to be analysed in depth. 


Transport as a competitive device 


In an economy where there is considerable surplus capacity, but where sales 
are critically weakened by a lack of purchasing power, an intensively competitive 
market is created. There is a constant pressure on industry to defend those 
customers it has and wherever possible, to seek whatever additional customers it 
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can get. It should be remembered that this is a falsely competitive situation in 
which, due to the overall lack of purchasing power, not all the goods produced 
can be sold. One of the most obvious ways a company can achieve better sales 
and out-compete its rivals is to extend its distribution range, creating a wider 
market than the one it already supplies, in pursuit of more potential customers. 
But this same strategy is employed by other companies; indeed it has to be. If a 
competitor firm starts marketing more widely and taking some of your local busi- 
ness, you have no choice but to respond by marketing further afield yourself. This 
has lead progressively to an overlap between the areas supplied by individual 
firms. As firms are forced to concede local customers to businesses based in other 
areas, they are obliged to compete for more distant customers in return. As the 
average distance over which goods and services are marketed increases, there is 
a consequent massive increase in the total transport of goods and services. 

The pressure on firms to seek more distant outlets combines with a particular 
feature of cost generation in industry, to produce marketing of the most aggres- 
sive kind. This pattern of cost generation is simple, but of profound consequence 
and once again highlights the bias in favour of cheap, mass-produced goods. 

When a mass-produced item has gone through the stages of research, design, 
the installation of machinery, and initial production, the bulk of costs have been 
generated. Production is then easy and relatively cheap per unit item. Companies 
are aware that, once a product is established in the market, an increase in turnover 
will always generate substantial extra income for relatively little extra outlay. If 
you like, this is the ability to produce the second million kettles for a fraction of 
the cost of the first million; a factor not shared by more labour intensive, quality 
orientated concerns. This is a natural advantage of mass production, but is turned 
into an unfair advantage in a debt-based economy. In an economy suffering from 
a lack of purchasing power and where cheaper goods have an excessive advan- 
tage, what is in fact a perfectly reasonable costing process becomes the basis of 
predatory expansion. The capacity to generate surplus production at very low cost 
forms the background to the aggressive marketing strategies which companies 
adopt in an attempt to secure their survival and success. 

Once a product or company is established, the company can flood distant 
markets with surplus goods at little extra cost in an effort to extend its market and 
find new customers. The cost of transport is offset by low costs of surplus mass 
production. But competitor firms in other regions and other countries are forced 
to adopt the same tactic. With the invasion of their regional or domestic market, 
these firms must respond aggressively by similarly attempting to capture 
customers in more distant areas. Rather than dense local or regional supply, a thin 
spread of national or international supply become the norm, and transport 
demand soars as a result, with near identical products all crisscrossing the globe. 
And what was once a success strategy has now become a survival strategy. Today, 
extensive marketing is ‘the norm’ and firms have to adopt extensive marketing if 
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they hope to survive. This has resulted in a huge range of virtually identical prod- 
ucts — everything from cars and washing machines to food and financial services 
— all sitting side by side on the same supermarket shelves and in the same show- 
rooms, competing over an ever wider area for the same customers. The transport 
involved is simply colossal. 

In effect, transport is not being used just for the purposes of efficient supply, 
but as a weapon of competition — a competitive strategy. The competition 
proceeds by stages, and introduces an increasing degree of complexity into the 
economy. Each individual firm takes the network as it is, and tries to press an 
advantage either by adopting more cost effective transport, or by marketing 
slightly further afield, or both. Other firms respond, seeking their own newer, 
more distant markets. Not just producers, but the wholesale and retail networks 
are caught up in the process. These networks develop, involving purchase, storage, 
delivery, wholesaling and retailing over an ever wider area. Each stage, and each 
individual firm, increases the average distance over which goods are distributed, 
and each stage makes it more difficult for any one firm not to use extensive trans- 
port and the distribution network as it currently stands. The network is then 
poised for the next marginal increase in cost-competitive transport, which will be 
subsidised by some startling technology, or slightly cheaper production method 
leading to a flood of even cheaper goods spreading across an even wider area. 

The final stage in this process is that one or two very large companies outcom- 
pete all their rivals, and end up supplying the entire country, or even the entire 
world, with products which could be made more locally, but which cannot cut 
into the local or domestic market with adequate sales. The observable result is the 
insane competitive traffic of goods which characterises the modern global 
economy, plus the demise of domestic industries which often produced better 
quality products, and the increasing dominance of cheap goods and foodstuffs 
mass-produced in a few locations and bulk-transported over a vast area. This 
involves a massive level of transport, not just of the finished products but of raw 
materials and the supply of production equipment, the costs of which are spread 
between all firms and passed onto consumers. 

Once extensive marketing is widely practised, it creates a situation into which 
a new firm can only enter if it starts with the intention of extensive marketing; the 
one thing that cannot be guaranteed in an economy using transport as a compet- 
itive device is sufficient local or domestic sales. So although the cost of all this 
transport does register in prices and is paid by the consumer, such is the 
complexity and competition within the networks of raw materials, retailing and 
distribution that this is a situation which cannot unravel; a situation in which the 
cost of transport cannot register as a ‘diseconomy of scale’ and reverse the process. 

The financial conditions which encourage the use of transport as a competi- 
tive device apply not just to large companies but to small service industries, using 
quite modest technologies. The modern small business world has also become so 


TRANSPORT AND CENTRALISATION 81 


competitive that distribution of goods and the supply of services is not local, but 
regional and even international. The entire rational geography of production, 
distribution, wholesale and retail has totally broken down under the intense finan- 
cial competitiveness fostered by debt finance. Companies have to be prepared to 
truck their goods and offer their services anywhere for a customer. As Stephen 
Peake comments; 


Competitiveness in the marketplace ... begins to rely more and more on 
access to the expanding transport networks.” 


As marketing range has grown, many small and large businesses are unable to 
afford to deliver in bulk and keep stocks in so many outlets. So the ‘just in time’ 
delivery service has emerged where small loads, or individual items, are rushed 
in wherever and whenever there is an order from a customer. A supply network 
of the most minimal efficiency has developed, and the relative efficiency of bulk 
transport, an earlier phase in competitive transport, is becoming a thing of the 
past. 

Such is the demand for transport today that one of the largest industries in 
many countries is the transport industry itself. Also, one of the largest compo- 
nents of transport demand is the maintenance of this transport industry. In 
Britain in 1991, 22% of all freight movements were the transport industry’s own 
demand for freight transport, in the form of raw materials, delivery, maintenance 
and all the attendant goods, services and haulage associated with the provision 
and upkeep of the growing numbers of commercial cars, lorries and vans. One 
of the standard measurements of transport demands assesses the total tonnage of 
goods and total distance moved. In 1991, supplying the British transport system 
with its own requirements involved 47 billion tonnes of kilometre movement 
(BTKM). This was almost twice as much as the transport involved in supplying 
all the food for people and animals, which involved 25 BTKM.? 


City blight and urban destruction 


Whilst extensive marketing is undoubtedly the factor most responsible for esca- 
lating commercial transport levels, there are many additional factors in transport 
demand for which debt finance is responsible. Account must be taken of the phys- 
ical obstacles to transport — the burgeoning physical presence of our towns and 
cities — the factories, warehouses, shops, supermarkets and offices. As we begin 
to consider the effect of forced economic growth on towns and cities, and the 
impact this has on residential development, the links between commercial and 
private transport begin to become apparent. 

The production and distribution of such an inflated output of goods and 
services; the extensive marketing; the trend towards larger, more centralised busi- 
nesses; the pursuit of jobs and employment — all these require a constant increase 
in the number of commercial premises. As established factories and offices 
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automate and issue redundancy notices, becoming less and less labour intensive, 
more jobs have to be found. New businesses are started up; additional factories, 
more service industries, industrial estates and offices have to be built which absorb 
the unemployed. Retailing has also been forced to change radically to suit the 
competitive atmosphere. Out-of-town supermarkets, with high turnover and low 
profit margins, built up around extensive transport networks, have forced many 
conventional town centre shops out of business. 

So the size of our towns and cities grows and grows. City centres are now a 
mix of shops selling more expensive items and chain-owned retail outlets, plus 
bureaucracy, services and administration. Meanwhile a mix of supermarkets and 
large warehouses selling food, discount electrical goods, furniture, DIY products 
or carpets, plus a range of large and small manufacturing industries — all this 
spreads ever further around the periphery of our cities, frequently mixing with 
residential areas. In between the glitzy city centre and its sprawling, dislocated 
suburbs are often large areas which have fallen into neglect; former warehouses 
and factories; residential areas which have been blighted by the changes around 
them, bypassed and rendered uninhabitable by the effects of modern growth. 

Transport, both commercial and private, multiplies hugely, whether to supply, 
service, negotiate or simply bypass the expanding maze of industrial, commercial 
and residential development. As soon as a bypass is built, it attracts so much 
development that within a few years, another bypass is needed. Findings by Peter 
Newman? of Murdoch University, Western Australia, reveal that inner city blight 
and urban sprawl have been responsible for massive transport increases in cities 
throughout the world. Moreover, this is affecting an ever greater number of towns 
and cities. 

Ken Powell points out that far from being the apotheosis of everything ugly, 
decadent and evil, a city has throughout time been regarded as the embodiment 
of truly civilised existence. But modern city life has been largely destroyed. Over 
the last 40 years, cities have been pulled down and rebuilt with no practical notion 
of community, and with economic demands as the clear priority. The principal 
factor behind this has been commercial and industrial development, which has 
turned our finest cities and towns into sprawling, disorganised economic enter- 
prise zones; not places for people to live as well as work. Powell asserts that the 
pressures exerted by the demands of private commerce have been actively rein- 
forced by government policy, in the form of a deliberate restructuring of our cities 
to fit in with the dominant economic trends; 


The prime area of planning attack was the inner city where the urban 
ecosystem was dislocated on an unprecedented scale. Admittedly there were 
aspects of its rich diversity that needed adjustment, but that was already 
happening spontaneously before the Second World War and, if given a 
chance, would have accelerated during the affluent postwar period. Instead, 
homes and workplaces were ruthlessly demolished for comprehensive 
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redevelopment, and extensive empty niches were created in the form of 
long-term derelict sites. Residential diversity was replaced by the monocul- 
ture of utopian blocks of council flats that were completely lacking in any 
sense of ‘human scale’ and oblivious of other natural or culturally evolved 
traditions of the human habitat.’ 


Forced economic growth, backed up by incompetent planning by government, 
has laid our cities open to the requirements of commerce, employment, growth 
and most of all, the demand for access — the demand for transport. Excessive 
transport does more than anything to ruin a city. Our towns and cities have been 
split up into islands; islands of industry, retailing, office development, urban 
development, urban neglect, squalor, entertainments, residence; all divided into 
separate sectors by the intrusive network of roads. The balance, the diversity, the 
sense of enjoying life within the exciting pulse of a vibrant and healthy city has 
virtually disappeared. 

Meanwhile, the destruction of city life has been matched by a decline in the 
countryside. In rural areas, many small firms, local shops, farms, post offices, 
schools, tradesmen and industries have cut the numbers they employ, or been 
forced out of business by larger concerns situated in or near centres of population 
and commerce. This trend has ultimately crystalized into centralisation as an 
active government policy, although it doesn’t travel under that name. Small 
schools, provincial hospitals, local post offices and rural libraries are all subject 
to ‘rationalisation’ and ‘cost-cutting programmes’ — i.e. closure in favour of 
larger more centrally placed amenities. 


Systematic urban destruction 


Caught between city destruction and rural decline, the focus of development 
has fallen increasingly on our towns. Over the last thirty years, our larger towns 
have experienced first an influx of population, and then suffered the same 
rampant unbalanced explosion of commercial and residential growth that has 
swamped our finest cities with a tangle of congested bypasses, grid-locked exit 
routes, back-street rat runs and urban sprawl. As more and more residential areas 
become affected by decline, either directly through rapacious, unsympathetic 
development, or indirectly through unemployment, vandalism and petty theft, so 
the desire to leave our major towns and cities increases. 

People today are caught in the greatest dilemma of modern life — where to 
live. They need the town and the city for the employment they provide, but they 
shun them for the ugly, noisy and often dangerous environment they offer. More 
and more of our market towns have become the focus of attention for expansion. 
Many of these towns have been swamped by residential development on a scale 
and of a type that is completely unsuited to their location and character. But the 
exodus from our cities and major towns continues. The point has been reached 
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at which our expanding towns start to merge and, according to a study by The 
Civic Trust,® great swathes of Britain’s countryside are now suffering from the 
growth of ‘super-crescents’; new housing developments for people trying to 
escape urban life. The report by The Civic Trust found that populations in the 
centre of cities such as Manchester, Newcastle, Glasgow and Liverpool have 
decreased by a third since the 1960s. A pattern of constant development has 
become established, an ongoing programme of rampant growth and decay, as one 
town and one region after another is selected for expansion, only to become an 
area of social decline as the explosion of commerce and unsympathetic residen- 
tial development take their inevitable toll. The population of Britain has altered 
little over the brief period during which this has been taking place, but the area 
covered by our towns and cities has risen dramatically. 

Over the years, this pattern of development has led progressively to a separa- 
tion between where people live and where they work, and a genera! partitioning 
and centralisation of the entire structure of society. This in turn has vastly 
increased the number of ‘private miles’ driven by inhabitants of both urban and 
rural areas, since people are obliged to travel further to work, to shop, and for all 
the other facilities upon which they depend. 

Such an analysis ties in closely with Stephen Peake’s findings. The most 
marked increase in private use of the car has been in the category not of leisure, 
but of ‘personal business’. This is the use of a car by people to get to the essen- 
tial services and facilities upon which they depend — commuting, shopping, 
education and health care. This category of transport has increased by a massive 
320% since 1965. Far from some love affair with the car amounting to a perverse 
affection for being in traffic jams, we see that the changing layout and availability 
of homes, workplaces and services all place increasing transport demands upon people. 
Stephen Peake comments; 


The redistribution of homes, schools, public facilities leisure activities and 
work places around access to the motor car has been a defining character- 
istic of the twentieth century.” 


The final and most startling statistic offered by Stephen Peake’s study bears this 
out; between 1952 and 1988, there was a ten-fold increase in the number of cars, 
a 3.5-fold increase in the number of miles driven, but there was a 30% drop in the 
number of journeys made per car. In the sense of the number of times they jump 
into their cars, people are using their cars less, not more. When they do use their 
car, it is often because they have to. A car has become ever less of a luxury, and 
ever more of a necessity and the two car family generally goes with the two earner 
family, which generally goes with a heavy mortgage. According to the 
Government’s annual Family Income Survey,’ in 1957 the average family spent 
7.9% of its income on motoring and fares for bus and rail. In 1987 this had risen 
to 15%, most of which was spent on buying, running and maintaining a car. This 
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is one of those many noncomparative elements which does not register in the 
RPI, but which does reflect the true cost of living as discussed in the previous 
chapter. 

The abandonment of cities, residential spread, flight to the country and 
increasing use of the private car is constantly portrayed as the result of consumer 
affluence and personal greed amounting to an unsustainable demand for privacy, 
or the pursuit of some lost rural idyll. Hence, the transport crisis is blamed on the 
motorist’s ‘love affair with the car’. But it is outrageous to impute blame on people 
for the results of rapacious development over which they have had absolutely no 
control. It is made all the more outrageous since the development that has 
occurred has transformed our cities and large towns into places of decadence, 
squalor and crime, frequently making peoples’ former homes uninhabitable, 
displacing them from jobs they would have been happy to stay with, and placed 
them at the beck and call of rampant growth. 


Summary 


Analysis of the debt-based financial system offers us several valuable perspec- 
tives on the related issues of transport and centralisation. First, it confirms that 
by trying to accommodate to the escalating demand for transport, we court 
disaster. The demand for growth and the trend towards centralisation are driven 
by the mathematics of debt, and mathematics is both infinite and uncompro- 
mising. If we ease the traffic flow between regions, competition between regions 
is encouraged. If we ease the traffic between nations, competition between nations 
is encouraged. If we seek only to accommodate to a competitive drive that is 
embedded deep within the financial system thrusting our economies forward, we 
shall do this forever. The only solution to the transport crisis is to seek to remove 
that drive. 

The second perspective is that it confirms the colossal inefficiency not just of 
transport, but the entire economy. To the catalogue of waste and false employ- 
ment identified in the previous chapter must be added the massive cost of 
transport as a competitive device, and also the over-centralised, disorganised 
confusion of our social and commercial structure that has developed in the last 
few decades. If we can ever neutralise the bias in the financial system, allowing 
the commercial world to pursue more genuinely efficient principles and people to 
pursue more stable goals, the decentralisation that would follow means that the 
vast wealth currently being squandered constitutes a potential gain for everyone. 

The final, and perhaps the most important perspective which this analysis 
offers is that it pronounces that it is not the aggregate desires of people who have 
brought us to this position. The commercial and residential restructuring that has 
amounted to a desecration of so many countries has been brought about by a 
profoundly undemocratic system of economic management in which people have 
an essentially servile status. Under debt finance, the potential benefits of 
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technology are deflected away from people, whose true desires are totally 
ignored by the drive for incessant economic growth. If the conclusion of our 
financial and employment status is fundamentally one of slavery, we should not 
be surprised if our industrial and domestic conditions to a large extent reflect this. 
Even if it appears that our transport demands, city blight and rural decline are due 
to the aggregate demand for cars, or the aggregate demand for residential devel- 
opment or the aggregate demand of consumers, this is not the true case. People 
are responding to the situation in which they have been placed. 
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Export warfare 


T debt behind the financial system, and the lack of purchasing power it 
causes, is responsible for one of the most bizarre and destructive of modern 
economic phenomena. This is the export warfare currently being waged between 
nations. There are two levels at which the debt-based financial system interferes 
with the sensible conduct of international trade. The first and most obvious is 
that, by placing all nations in a position of gross financial insolvency, the finan- 
cial system thereby creates a false pressure on countries to trade aggressively, for 
purely financial gain. 

One would expect foreign trading between advanced economies capable of 
high productivity to be a matter of mutual benefit. Goods that were either surplus 
to domestic requirements, or of marginal value to the nation producing them, 
would be exchanged for goods that represented a surplus, or a marginal value, to 
another country. There is a mutuality, and a clear sense in which all the nations 
involved gain. This expectation was enshrined in the constitution of the British 
Commonwealth, which was literally intended to promote the ‘commonwealth’ of 
member nations. It is also an expectation contained in the phrase ‘balance of 
trade’, by which a nation accounts the balance between imports and exports. 

The reality of the modern export/import process is so completely different as 
to suggest that the term ‘trade’ has lost all meaning. International trade in the 
modern global economy is thinly disguised economic warfare, with aggressive 
exporting, protective domestic subsidies and restrictions on imports to control the 
flow of foreign goods invading home markets. Even the terminology is the vocab- 
ulary of war. Foreign markets are ‘attacked’ or ‘penetrated’. Home markets and 
domestic industries are ‘defended’. Access to foreign markets is ‘demanded’. 
Tariffs are ‘imposed’. Industries are ‘exposed’ to foreign competition. Imports 
come in ‘waves’ and ‘floods’, like invading troops. Cheap produce is ‘dumped’, 
like bombs, destroying domestic markets. The only trade comes in trade offs ‘we 
will let you into so much of our bean market if you will let us into so much of 
your pea market’. All the textbooks present international trade as a matter of 
mutual benefit, enshrined in the doctrine of comparative advantage. But there is 
not the faintest semblance of mutuality in modern trade. 

The striking thing about each nation’s attitude to trade is that there is no 
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pretence that the goal is to equate imports and exports. The goal is not to achieve 
a balance of trade. The goal is to deliberately seek an imbalance of trade. The goal 
is to become a net exporter. This injects an impossible degree of competitiveness 
into international trade. It is mathematically and logically impossible for all nations 
to become net exporters. As has often been pointed out, international trade is a 
‘zero sum game’. For every net exporter, there must be another nation which is a 
net importer. The pursuit of trade for mutual benefit implies a balance of trade, not 
an imbalance; a parity between the value of exports and imports. But this has been 
replaced by a battle to become a net earner through exporting more than is 
imported. 

It is not hard to see how damaging is this approach to international trade, since 
it involves a struggle in which some nations win and some lose, rather than 
mutual benefit in which all nations gain. But what is not generally appreciated is 
that to become a net exporter is also an utterly insane objective for a nation. We 
have come to accept so much from modern economics; the national debt, mort- 
gages, the blatant manipulation of human emotions, not being able to afford 
financially what we clearly can afford in real, practical terms. The attempt to 
achieve a persistent export surplus is yet another of these idiocies to which we 
have grown used, but which has no sensible basis whatsoever. 

A nation that is a net exporter is acting as a net supplier of goods to other 
nations; in real terms it is losing out. A balance of trade is rational; trying to forge 
the best deal possible through international trade is rational; but to deliberately 
pursue a surplus of exports over imports is to try to organise the economy to suffer 
a net loss in real terms. The nation is working to become a net supplier of goods 
and services to other nations! What can the economy possibly gain by constantly 
striving to suffer a net loss of goods and services? The answer of course is that by 
exporting more than it imports, a nation gains money. The drive to maximise 
exports, minimise imports and create a trade imbalance is wholly financial in 
origin. It represents a financial struggle between nations; a struggle which is 
entirely the result of the debt-based financial system and the fact that all nations 
trade from a position of gross insolvency. 

Nations have independent financial status. Each nation is a discrete financial 
unit in terms of its own currency, its own banking system, its own money supply, 
its own domestic debt and its own national debt. Because they are all in debt, and 
trading from a position of insolvency, nations, like people must earn more. Their 
debt is nationally based, so the only way to earn money is to sell internationally; 
and moreover, to sell more than they buy. Thus all nations try to export more than 
they import; the goal is to earn more through exports than is spent on imports. 
The debt-based financial system literally destroys the ‘balance’ of commercial 
activity between nations. In effect, the nations of the world are all fighting for 
each other’s currency and defending their own money supply in a world domi- 
nated by debt, attempting to use their export-trade as a method of alleviating their 
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financial insolvency. As we see in a later chapter, this has the most disastrous 
effect on the indebted Third World nations. 


The pursuit of distant markets 


The second level at which the financial system contributes to modern export 
warfare, and the factor which is the true driving force behind aggressive exporting, 
involves the pressure placed on individual firms to seek ever more distant 
customers. 

The increasingly globalised pattern of production, distribution and consump- 
tion in the modern world economy almost defies belief. There is no obvious 
rationale behind the constant traffic backwards and forwards; shifting, ferrying, 
loading and unloading. At the very moment that washing machines from 
Germany are being unloaded in Felixstowe, washing machines made in this 
country are being loaded, perhaps into the same container ship, bound where? 
Germany! It is the transport into and out of an area of virtually identical prod- 
ucts that can easily be produced locally, which clashes so markedly with any 
logical or expected situation. This is not what one would describe as a rational 
geography of production and consumption, which would involve minimum trans- 
port; in fact it is strikingly absurd. 

One can understand the import and export of seasonal vegetables, local deli- 
cacies and culturally specific goods. But why are cars and toys and apples and hi-fi 
systems and furniture and cooking utensils and pencils all going in opposite direc- 
tions across the globe? Cars are large items to produce and transport, and almost 
all countries have a car manufacturing industry. But whilst Renaults, Volkswagens 
and Fiats roll off the ferries, Vauxhalls, Fords and Datsuns built in this country 
roll on, for the return trip to the continent. South African apples travel halfway 
round the world and appear in supermarkets at the same time as our English 
apples are in season, presenting competition which has lead to a crisis in our 
domestic orchards. Goods that could easily be produced locally flow backwards 
and forwards across the country, across the continent and across the whole world. 

Of course, economists have plenty of detailed theories to account for this 
economic trend, which has been in progress for years. It is claimed that the 
‘regional model’ involving industries in different nations supplying domestic 
consumption has been superseded by what is called the ‘doctrine of comparative 
advantage’. This theory claims that certain nations have specific advantages in 
particular areas of manufacturing or agriculture, and these advantages tend to 
lead towards increasing interdependence of the world economy and the 
increasing transport of goods. Thus we have new centres of strawberry produc- 
tion in Africa and South America supplying much of the world market; the 
competition is on to become the most efficient strawberry producer in the global 
economy, and the benefits are supposed to rebound to consumers with the offer- 
ings of the world market in strawberries available for their choice. 
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But it is becoming increasingly evident that the competition between different 
regions in the globe is resulting in the dominance of poor quality products, Cheap 
foreign strawberries from Africa and South America are undercutting domestic 
fruit growers, and home farmers either go out of business or must themselves grow 
the tasteless, but larger varieties. British sheep reared on marginal uplands at low 
cost and with European Union subsidies are destroying the livelihoods of French 
sheep farmers; but the meat is poor quality. Top European car manufacturers such 
as Mercedes, BMW and Saab have had their sales so affected by the inroads of 
American and Japanese manufacturers that their latest models show a marked 
decline in quality along with their more competitive price. Electrical goods, shoes, 
and furniture made in Britain were once among the best in the world, but compe- 
tition from the Far East has forced our manufacturers to compete standards down, 
and indeed has forced many of them out of business altogether. 

Economists happily proclaim ‘the economies of scale’, but what about disec- 
onomies of scale? What about the low quality involved in much mass production? 
What about the high transport costs of worldwide bulk distribution? Why don’t 
these factors ever operate to counterbalance the trend to centralisation? 
Comparative advantage between regions and nations one can understand, but 
what about the comparative disadvantage of such global specialisation, the fact 
that many bulk-produced exports/imports are inferior and the fact that transport 
is a huge cost? Why is there a progressive competition lowering the quality of 
goods and services and why does distance present no object to this increasing 
trade and interdependence? 

Because they have no understanding of a financial bias behind the trend, all 
the conventional economic answers amount to the suggestion that what is 
happening is justified, simply because it is happening. In other words, ‘If that is 
what sells, then that is what people really want’. Some people want to drive 
German cars, eat Cape apples, and boil their water in British kettles. Others want 
to drive Japanese cars, eat French apples and boil their water in Chinese Kettles. 
Still others want to drive British cars, eat Cox’s Orange Pippins and boil their 
water in German kettles. People from any given area want the goods from far 
afield because, as the market shows, they are buying them. What sells is what 
people want. As for the cost of transport, since this forms part of the price of 
goods, and people are buying those goods, therefore people are clearly prepared 
to pay for the transport associated with having the products of a global economy 
on their doorstep. And if cheaper strawberries and less durable products are more 
successful in the market, then that is what people want — strawberries that taste 
like wet blotting paper and a constant consumer society. 

An understanding of the financial system offers us a different and less super- 
ficial explanation. This suggests that the image offered by the economist — ever 
greater personal satisfaction, willingly backed up by wider marketing and efficient 
modern transport — is not consumer controlled, but the direct result of the finan- 
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cial system. What we are witnessing are the trends identified in the chapters on 
the consumer society and transport, operating on a global scale. It is the effect of 
the financial system on the commercial world, and the pressure to find a market 
which is, at bottom, the driving force behind export warfare. The trend towards 
ever greater output, the battle for cheapness, the use of extensive marketing — all 
these factors are now sweeping the globe, which is increasingly becoming a single 
debt-driven economy. 

All nations rely upon banking to create their money supply, and so all nations 
suffer acute debt, and a lack of purchasing power as a result. The lack of 
purchasing power and high level of competition within a country makes firms 
within that country desperate to find new customers and extend their market; 
exporting is the obvious answer. If firms cannot achieve adequate sales within 
their domestic economy, they will naturally look abroad in search of foreign 
consumers. But other countries are similarly driven to find markets for their forced 
economic growth. The financial conditions which have driven our companies into 
cutthroat domestic competition and pursuit of ever greater product duplication, 
lower costs of production and more distant markets — these pressures have 
simply driven companies in each national economy to the point where they are 
bursting at their own frontiers, and companies in other economies under the same 
pressure are bursting to get in. 

The only thing businesses can do is to go progressively international, in 
response to their own drive and in response to the invasion from abroad. The 
economies and the industries of the world are all swelling, expanding in the only 
way they know how — bigness and cheapness, orienting themselves to the world 
market and long distance extensive marketing. There is no quarter given, no 
concessions to regional advantage. This is the era of selling everywhere, the era 
of global competition. In the end, companies in all nations are forced to look 
increasingly to the export market, when their own domestic market provides them 
with inadequate sales, and is so full of similar goods and services, much of them 
from abroad. Firms are less and less centred on a locality or region, or even a 
nation and the global economy is now dominated by large, powerful firms 
marketing over huge distances. 

In a world of debt and extensive marketing by giant corporations, local manu- 
facturers and small scale businesses everywhere are under threat even if they do 
provide a better product. Everywhere, mass produced imports undercut domestic 
suppliers with cheaper products. Domestic firms have to respond and themselves 
produce more cheaply, compromising quality even further, leading to a global 
battle to produce as cheaply as possible and a global traffic in the cheapest goods 
that can be produced. The classic case is in food production where poor-tasting 
fruit and vegetables of low nutritional value are now grown in vast quantities in 
certain regions, monopolising markets world wide through corporate wholesalers 
and supermarket retailing chains. 
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Trade and the money supply 


We now have two points of focus — the pressure on nations to seek an imbal- 
ance of trade and the competition between individual firms to find a market, due 
to the all-pervasive lack of purchasing power. To understand how these two ingre- 
dients relate, it is necessary to study the effect of the import/export battle on a 
nation’s money supply. Achieving a successful export drive is not so much a 
matter of helping to offset or reduce the national debt; the effect is rather more 
complex. 

It has to be remembered that there is no such thing as a supply of permanent 
money to the economy, and the vast bulk of money within an economy has its 
origin in loans and is represented by a matching domestic debt. When goods are 
exported, foreign money is brought back into the country, but the debt ‘behind’ that 
money remains overseas, in the country of origin. Through exporting, money that has 
been borrowed into existence in another country is brought into the economy free 
of debt. This money can easily be turned into domestic currency via the foreign 
exchanges. However, when goods are imported, money created in the domestic 
economy goes abroad, but the debt associated with that money remains in the economy. 
Money that was borrowed into existence in the home economy has left the 
country, but the debt remains. 

International trade thus presents each country with both a tremendous oppor- 
tunity and a terrible danger. The opportunity exists to obtain debt-free money; 
money that has been borrowed into existence in another country, and which adds 
to the money stock without adding to the total of debt. However, if a country 
loses the export battle and becomes a net importer, there will be a loss of money 
borrowed into existence in that economy, and the nation’s money stock will be 
depleted. This nation’s ratio of debt-to-money stock will have worsened. This gain 
or loss of revenues has the most profound significance for nations, and it is impor- 
tant to explore its full effects. 

If a country exports more than it imports, there is a net gain of additional, 
debt-free money within the national economy. The influx of money provides a 
boost of purchasing power to the entire economy, which means that home sales 
boom along with the foreign sales. This is why countries that manage to export 
successfully have such thriving economies. They are increasing the number of 
sales through foreign consumers, and also bringing purchasing power back into 
the economy, which will help domestic consumption. If a nation is a net 
exporter, the economy is boosted in every way. 

However, if a country imports more than it exports, there is a net outflow of 
money but the debt associated with the creation of that lost money remains. That 
country’s entire economy is threatened. Consumers are buying goods from 
abroad, which means that some domestic goods remain unsold. To make matters 
worse, purchasing power has left the country, depressing domestic sales further, 
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whilst the debt that created this money remains. Industry and agriculture suffer 
doubly, from the loss of sales to foreign competitors and also from the even more 
acute lack of purchasing power. This is why countries just cannot afford to let 
imports take over their domestic markets. 

Being a net exporter means the economy is vigorous and healthy, enjoying an 
influx of purchasing power without having incurred a debt, although the country 
is effectively losing real wealth with a net outflow of goods. Despite the fact that 
such countries are losing in real terms, in a world run on debt they are gaining 
something invaluable — successful sales and a supply of debt-free money 
boosting domestic purchasing power within the economy as a whole. These 
nations prosper and grow, and continue to strive to hold their position as net 
suppliers to other nations. 

Being a net importer means that there is a constant outflow of purchasing 
power from the economy. Purchasing power is critical in keeping the economy 
functioning, and to lose it, but be left with a debt outstanding, is to jeopardise the 
health of the whole economy. The balance between gathering debt and 
purchasing power within a national economy is difficult enough to handle, but if 
there is a net outflow of money from the economy, the difficult becomes the 
impossible. Demand falls, some businesses cannot settle their debts, and go bank- 
rupt, others refrain from investment and there is a general economic decline. 

Now this is quite opposite to what one would logically expect from a balanced 
approach to international trade. If there were a net importing of goods by your 
country, and a net loss of money, you would expect this to result in your economy 
being forced to work harder in the future, not sink into inactivity and decline. One 
would expect other countries to use the money they had obtained from their 
export surplus to buy more of your domestic production, to make up for their net 
loss of goods in the past. But this does not happen. The countries which have 
gained revenues by successfully exporting to your nation, and other nations, do 
not hold the balance of money they have gained by exporting. There is no inten- 
tion of spending these gained revenues back in other national economies. 

But this is doubly mad — one would expect those countries which had become 
net exporters, and supplied other nations with an excess of goods, to be in the 
position of wanting to work and export less, buying goods from abroad with the 
revenues they obtained, until the trade balance was redressed. After all, the gain 
of purchasing power should represent a surplus of money to them; money which 
they can spend abroad. But again this does not happen. Successful exporting 
nations do not hold the balance of money gained by exporting. There is no inten- 
tion to spend net revenue gains from exports in the international markets. The 
purchasing power gained by exporting is exchanged for domestic currency and 
absorbed into the country’s own economy. 

The international export war, for that is what it is, has become a struggle to 
obtain foreign purchasing power, but not to spend it on foreign goods. In Trade, 
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Development and Foreign Debt, Michael Hudson notes how export revenues are 
drawn into domestic growth, rather than used to buy imports; 


...economies having unemployed resources needed only money to put them 
to work. The effect of obtaining more ‘money of the world’ was to 
increase the domestic monetary and credit base, setting in motion more 
labour and capital, increasing output accordingly.! 


The modern battle over exports is really nothing to do with trade at all. It is a 
battle for sales, growth and solvency in a world dominated by debt. This is why, 
when international trade is discussed, it almost always focuses on the financial 
balance between imports and exports. The reality behind that trade — precisely 
what is being imported or exported — is quite secondary, and seldom appears on 
the news. Instead of being a process of mutual benefit and balance, trade has 
become a cut-throat game of winners and losers, where the winners end up 
working for, and supplying goods to, the losers, whilst the losing nations work less 
and suffer progressive economic decline. Ultimately, considering the state of the 
world economy and the cost to ‘winning’ nations of gearing their economies to 
exports, and the effort and resources committed to extensive marketing, this is a 
game where everybody is losing. 

The institution of floating exchange rate was specifically intended to compen- 
sate for imbalances between exports and imports. A nation with a persistent trade 
surplus would find its currency increase in value; the price of its goods would rise, 
leading to lower exports. A persistent trade deficit would lead to a fall in the 
currency’s value; goods would become cheaper, so stimulating exports. However, 
the floating exchange rate mechanism is a proven failure, many nations having 
run persistent trade deficits and surpluses for years. Since the international 
currency exchanges are now dominated by massive funds used for speculation, as 
Chapter 11 discusses, the value of currencies are little affected by trade imbal- 
ances, and the import/export battle continues. 

In recent years, the direct financial impact of trade has been disguised and 
overlaid by another phenomenon — foreign investment. Chapters 11 and 15 
discuss in more detail how international capital flows have risen considerably 
since the extensive deregulation of the 1980s. As a result, the stimulative and 
depressive effects of trade are often either countered or compounded by an influx 
or efflux of investment capital, much of which is short term and speculative in 
nature. America and the United Kingdom have recently been highly successful in 
attracting such international capital; but this involves capital outflows from other 
nations, again leaving a debt behind. America and Britain’s recent capital gain has 
been at the expense of European nations struggling to meet the Maastricht criteria 
and countries in South-east Asia who suffered a massive flight of capital during 
the Asian financial crisis. 

The effect of trade on a nation’s money stock can also be countered via that 
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nation’s government deficit, as America has shown for the past two decades. 
Again, Chapter 15 discusses how the US has effectively been subsidising its 
massive trade deficit, whilst simultaneously subsidising its own economy through 
an annual deficit that has seen its national debt rise from $340 billion to $5 tril- 
lion dollars over that period. 


Summary 


There is no telling what the optimum degree of industrial and agricultural 
centralisation of the world economy might be, nor the balance of trade between 
nations in a world not based on the debt finance system. There is no way of telling 
what people really want in the trade-off between quality and price, and between 
foreign and domestic goods. The financial system has tipped the scales in favour 
of cheapness, mass production, bulk transport and export warfare. The hidden 
costs and subsidies are impossible to quantify and disentangle. There is no way 
of knowing what a rational geography of production and consumption might be. 
The financial system has so distorted the market and placed such an emphasis on 
turnover and low price, and produced such a hunger for work and trade of any 
sort, that people will do anything for a wage, and truck their goods anywhere for 
a sale. 

With the constant emphasis on exporting, the amount of goods exchanged 
between nations has risen substantially. According to Lester Brown’s analysis of 
global output and trade,” between 1965 and 1992 the percentage of world 
economic output traded between countries rose from rather less than 9% to just 
under 19% of total world output of goods and services. Overall, the export/ 
import trade had been increasing at roughly twice the rate of growth of economic 
output. Since then, the UN World Economic and Social Survey? shows that the 
growth has been even more marked, with an increase in total world exports from 
$3.5 trillion in 1993 to $5 trillion in 1995. This was an increase in real terms of 
9% in 1994 and 10% in 1995, far faster than GDP growth and bringing the total 
of goods produced for export close to 25% of total global output. This is gener- 
ally heralded by economists and politicians as a ‘good thing’, in complete and 
determined defiance of the fact that much of this aggressive trade consists of a 
standards-lowering competition involving wildly excessive transportation and the 
neglect of domestic needs, notably in the Third World, leading to grossly unbal- 
anced development. 


1 Michael Hudson. Trade, Development and Foreign Debt. Pluto Press. 1992. 
2 Lester Brown. Vital Signs, 1993; The Trends that are Shaping our Future. W. W. Norton. 1993. 
3 World Economic and Social Survey. United Nations. 1996. 
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The national debt paperchase 


A country’s national debt is completely separate from, and additional to, the 
level of private and commercial debt directly associated with the money 
supply. The current United Kingdom national debt stands at approximately £380 
billion. If the private and commercial debt of £780 billion and the national debt 
of £380 billion are added together, the total indebtedness associated with the UK 
financial system stands at some £1160 billion, which completely dwarfs the total 
money stock of £640 billion! We now examine how this astonishing condition of 
overall negative equity comes about. It is worth emphasising that this excessive 
indebtedness, which is a blatant misrepresentation of the real state of economic 
wealth enjoyed by the nation, is a position shared by all the developed nations. 

The national debt is actually composed of thousands of pieces of paper called 
stocks, bonds and treasury bills. These stocks and bills, known as gilt edged secu- 
rities, or ‘gilts’, are essentially an elaborate form of government IOU. These IOUs 
are issued because, each year, the government fails to collect enough in taxes to 
cover the costs of its public services and other spending, and it borrows money 
to cover this shortfall. All government budgets overshoot by many billions of 
pounds, dollars or deutschmarks annually. This leads to what is called the 
‘borrowing requirement’ for that budget year. A country’s national debt is there- 
fore the total still outstanding on all past years borrowing requirements; thus the 
UK national debt consists of £380 billion of these ‘gilt edged’ IOUs, in the form 
of outstanding treasury bills and stocks. 

The method of issuing these IOUs and administering the national debt is quite 
simple. In order to obtain money to cover its annual spending shortfall, an appro- 
priate number of government stocks and bills are drawn up by the Treasury. These 
are then sold — in fact they are auctioned off in the money markets to the highest 
bidder. This is actually done throughout the year to meet the shortage of revenue 
as it arises, and the announcements, in the form of government advertisements, 
can be seen regularly in the financial press. These stocks and bills are bought 
because they promise to repay a larger sum of money at some future date, and are 
sold at a price that promises a good return to whoever buys them. They are 
usually denominated in considerable sums of £1,000 or more per single bond and 
are bought by insurance companies, pension funds, banks and trust funds, 
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anywhere that money accumulates as savings. By selling these stocks, the govern- 
ment obtains the additional money it needs for the public sector, making up the 
annual shortfall in what it can gather by taxation. 

What happens next is pure comedy. As these government stocks mature and 
become due for payment, the government has to find the money promised on 
those stocks, and pay it to the financial institutions that bought them. But 
governments are quite unable to pay this money owing on their past stock issues; 
indeed, each government is confronted by the current year’s annual shortfall in 
taxation receipts. The whole reason for the government issuing stock in the first 
place was because it could not cover its expenditure through taxation, and this 
annual shortfall is constant. There is absolutely no way a government can pay the 
money it owes. How then can the government pay up on its maturing stock? It has 
underwnitten promises it cannot keep! What happens is that the government 
obtains the money to meet the payments due on maturing national debt stocks ... 
wait for it ... by selling more government stock to the financial institutions, 
promising even more money in the future! The government draws up enough new 
stock to cover the repayments due on the old stock, sells this, and uses the money 
to pay off the old stock. Of course, when this new stock matures, it too will have 
to be paid off from the sale of yet more stock. The government manages to pay 
off the national debt, and not pay it, at one and the same time! 

There is a shallow pretence that this is not the true arrangement, since repay- 
ment of national debt stocks is actually accounted as coming from taxation, not 
from the sale of more bonds. But this repayment from taxation creates such a 
massive shortage in government revenues that can only be made up by the sale of 
more bonds, so the net effect is that repayment is constantly deferred by the sale 
of further government bonds. This is what is referred to as ‘interest’ on the 
national debt, although it is not really interest in the conventional banking sense, 
but a constant rescheduling of a completely un-repayable debt. But this deferral 
is not the end of the story. 

At the same time as deferring and re-mortgaging the existing level of national 
debt, the government has to sell yet more stock to cover the amount by which taxa- 
tion falls below what is needed to support its public services. The national debt 
therefore escalates at an astonishing rate, increasing by the amount required to 
remortgage the past national debt, plus the shortfall in revenues to fund the public 
sector. In 1960, the UK national debt was £26 billion; by 1980 it had risen to £90 
billion. The current national debt stands at nearly £380 billion, and is likely to 
reach a trillion pounds within the next 20-25 years. In America, the national debt 
in 1960 stood at $240 billion; by 1997 it had reached the level of $5,000 billion, 
or $5 trillion! 

Now this might seem a quite sufficiently barmy arrangement. But it should be 
remembered that the money held by pension funds and insurance companies, or 
whoever buys the government stocks, is money that had to be borrowed into existence 
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in the first place. In other words, by this bizarre process, governments borrow 
money which has already been borrowed into existence, and they thus create a 
second massive institutional debt in respect of money which already has a debt 
behind it! This is why the addition of the national debt to the total of private debt 
places a country and its people in an absurd position of overall negative equity, 
owing far more on paper than the amount of money that exists in the economy. 


Inadequate theories 


Of course, conventional economists have long tried to provide explanations for 
these escalating debts. In the nineteenth and early twentieth century it was 
commonly argued that these debts represented the expenses of warfare. This was 
because in earlier times, national debts started in such countries as France, Spain 
and Britain when the monarch was unable to raise enough through taxes to fund 
his latest war. The King then found himself in the position of being forced to 
borrow, and used bills, and promises to repay at interest, as the method of raising 
finance. Since then, whenever there has been a war, the national debt has 
increased particularly rapidly. For instance, between 1939 and 1945 the UK 
national debt rose from £8 billion to £24 billion. However since 1945, the national 
debt has increased by an additional £356 billion to reach its current total. National 
debts may increase more rapidly during times of war, but they increase just as 
inexorably during times of peace, and total peacetime growth has been far greater 
than during times when it was necessary to support hostilities. Despite this 
evidence, some economists still hold to this ‘expenses of war’ theory today. 

Other economists have claimed that these national debts do not actually matter, 
that they are merely a national accountancy convention; a means by which ‘spare’ 
money in the form of savings is recycled from banks, pension funds and insurance 
companies into the economy, via the sale of government stocks. Since this is just 
a recycling process, and since these pension funds and insurance companies are 
institutions which serve the public at large, it is glibly argued that the national debt 
is therefore really a debt which we owe ourselves. A. R. Ilersic comments; 


From the point of view of the community as a whole, the internal 
(national) debt is something which it owes itself.! 


F. Cavanaugh enlarges this argument in his book misleadingly entitled The 
Truth about the National Debt, 


... The American people generally own the treasury securities that make up 
the public debt either directly through their holdings of savings bonds or 
other treasury securities or indirectly through their banks, insurance compa- 
nies, pension funds or other institutions that invest in treasury securities... 
So, as any business executive should know, a liability that is offset by an 
asset of equal value should not be viewed as a burden.” 
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But this is mere sophistry and evasion. Such an explanation does not even 
attempt to account for the growth of national debts. It is a verbal deceit, rather 
like dismissing the problem of speeding on the roads by pointing out that at any 
one time, many cars are parked, and some even moving backwards, and therefore 
the average forward speed of cars is not a problem. If Cavanaugh’s argument 
means anything, it means that a national debt can be offset against the assets in 
our pension and insurance funds — but in that case, we have no pension and 
insurance funds! 

The claim that the national debt is a ‘debt we owe ourselves’ simply screams 
out with contradictions. If the national debt is a mere accountancy convention; 
if its size doesn’t matter because the debt is always offset by an equal asset in the 
form of government stocks, the question should be, ‘How large a budget deficit 
and national debt do we need if the economy is to function properly?’ rather than, 
‘How much can we reduce the budget deficit by, before bringing the economy to 
its knees?’ 

To claim that the national debt is a debt we owe ourselves is in any case 
demonstrably false. Such an argument avoids all the economic details of the 
arrangement. The national debt is a government debt; it is undertaken by the 
government, underwritten by the government, and owed by the government to 
our pension and insurance funds. However, the government obliges the people of 
the nation pay for this debt. This is clear when we consider the settlement of 
national debt stocks as they become due for repayment. As we have seen, the 
government generally repays the money due on maturing national debt stocks by 
borrowing even more from pension funds. But in the very rare years when there 
is a budget surplus, and a net repayment of the national debt, the population are 
actually paying this debt off through their taxes. People are thus paying for what 
is already theirs, paying a second time for what they have already saved, 
replacing their own pension fund monies via taxation. 

Most modern economists are more critical of the escalating total of these 
national debts. They are aware of the economic impact of restricting the budget 
deficit and aware that people would have to be taxed to repay the national debt 
if it were not constantly postponed. The contemporary theory is to present the 
national debt as a measure of overspending by the government on behalf of the 
current generation. Thus, future generations will have to ‘pay for’ the excesses of 
today. For example, S. J. Bailey comments that growth of national debts 


suggests intergenerational inequity in that the current generation is enjoying 
a higher standard of living (i.e. consumption) at the expense of future gener- 
ations of taxpayers, who will have to pay higher taxes in order to service the 
public debt used to finance the extra consumption... there is a question 
about the morality of the current generation living off the presumed afflu- 
ence of future generations.* 
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Of all the explanations offered for the national debt, this suggestion, that they 
represent the current generation living ‘at the expense of’ future generations is the 
most ridiculous, and has the hollowest ring. Do the economists who present these 
theories ever read newspapers? One wonders if they live in the same world as us. 
They certainly do not appear to consider how their theories compare with what 
has actually been happening. For decades, governments have been trying to cut 
spending and raise tax revenues, and so balance their budgets and restrict the 
growth of these debts. Each generation is told that they must ‘tighten their belts’, 
that they must ‘face the harsh realities of life’, that the nation is ‘spending more 
than it earns’. And despite all efforts at restraint, national debts have risen 
constantly. But at the same time, over the last fifty years, the nations and peoples 
of the world have worked, using the power of modern technology, and at such a 
speed, as to change the shape of their economies and societies beyond all recog- 
nition. Does this sound like a generation that has been lounging around, 
overspending, and generally living the Life of Riley at the expense of the future? 
And the same is true of previous generations going right back to the industrial 
revolution. 

Are we really constantly borrowing from the future? If so, what on earth have 
we borrowed? What have we borrowed at all, apart from our own money; money 
that we have had to borrow into existence in the first place? It would be far more 
accurate to say that the present generation is living at the expense of past gener- 
ations, in the sense that we benefit from their endeavours, just as future 
generations should benefit from our economic efforts. 

All such theories to explain national debts display an unbelievable ignorance 
of history as well as economics. National debts have existed since the seventeenth 
century, have mounted steadily since their inception and have proved themselves 
utterly unrepayable by this or any other generation. No nation in history has ever 
succeeded in reducing its national debt by more than the merest fraction, whilst 
efforts to even restrict the growth rate of these debts has regularly plunged coun- 
tries into recessions so savage as to take them to the brink of total economic 
collapse, frequently ushering in starvation and war. At end of the Napoleonic 
wars in 1815, the UK national debt stood at £840 million. The government 
attempted to pursue a policy of repayment, but was repeatedly forced to issue 
more Treasury Bills for the relief of famine and to stimulate the economy. By 
1856, the debt still stood at £832 million after a period of the most callous disre- 
gard for human welfare in our nation’s history. This period is more fully 
discussed later, in Chapter 13. More recently, the nations of the world were only 
able to escape the worldwide depression of the 1930s as governments, one after 
the other, were forced to accept a steady increase in their national debt by running 
an annual budget deficit. 
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The essential debt 


There is abundant historical and contemporary evidence that, under the debt 
money system, countries are completely dependent upon their national debts. The 
mere fact that governments the world over battle against their annual budget 
deficits, and are yet unable to eliminate them, argues their economic significance. 
When the effect of restricting the national debt is considered, our reliance upon 
these debts becomes clearer. 

There is a perfect example of this currently in progress, since the convergence 
criteria for European Monetary Union involve exactly this sort of deficit restric- 
tion. The current efforts of the French and German governments to reduce, not 
the national debt, but the rate of growth of their national debts, has been sufficient 
to plunge their entire economies into recession, and throw millions out of work. 
The alignment of budget deficits and national debts is regarded as an essential 
preliminary to monetary union. Therefore, European governments with high 
national debts and large annual budget deficits have had to pursue severe fiscal 
policies, cutting public spending and raising taxation levels. In every country that 
has pursued this policy, the result has been to drag the economy into recession. 

The prime example of this is Germany. So many public and private businesses 
have been forced to lay off workers, or close due to bankruptcy, that Germany’s 
unemployment is now higher than at any time since the depression that followed 
the collapse of the Weimar Republic in the 1920s. Recent figures from the OECD 
show that Germany’s industrial output has fallen, along with her place in the top 
ranks of industrial nations. Germany has slipped from one of the top three most 
productive and competitive economies to 14th place, and even lower in terms of 
her competitiveness in attracting foreign investment. Such economic decline has 
not been confined to Germany. Italy, Portugal, Greece, Spain and France — 
indeed all the nations needing to cut the size of their annual budget deficits have 
suffered recession as a result. The European Commission’s annual report for 1995 
notes a ‘considerable slowdown’ in economic activity in all countries pursuing the 
Maastricht convergence criteria. 

The consistent evidence of the last three hundred years is that, under a debt- 
based financial system, a national debt is unavoidable, indeed essential to 
prevent the economy from depression, recession and collapse. To understand why 
this is the case, we need to answer the following key questions: Why do govern- 
ments find it impossible to run a balanced budget? Why does the revenue from 
taxation consistently fall below expenditure? Why should nations be in a position 
of having to borrow on such a regular and massive scale? Why should the govern- 
ment be obliged to mortgage the nation to its own pension and insurance funds? 
And finally, why are modern economies now completely reliant upon these 
national debts? 

There is a single answer to all these questions. National debts have nothing to 
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do with spending more than we earn, or present generations living at the expense 
of future citizens, and they are certainly no mere accounting convention. A 
country’s national debt is, in fact, a vital part of the money supply to the economy. 


The national debt and the money supply 


Ultimately, a national debt is necessary because consumers and industry 
cannot between them support a burden of debt large enough to create and circu- 
late sufficient money to the economy. The government is consequently forced to 
undertake some of this debt itself, but does so by a most circuitous route. 

By compensating for the persistent lack of tax revenue it can gather in an 
economy based on debt, a government injects money into the economy. In effect, 
the government takes on part of the burden of the debt money circulation and 
creation. However it does not create money directly via the national debt. The 
national debt is actually a method used by governments to inject money into the 
economy without creating it themselves. In fact, it is a system by which govern- 
ments go to the most extraordinary lengths to avoid creating money themselves. 

The sale of government stocks has one of two monetary effects, depending 
upon who buys those stocks. If the gilts of the national debt are bought by 
pension funds, insurance companies, or private individuals, money already in 
existence is recycled into the economy. In such cases, money is not being created; 
money held as savings is being brought back into everyday circulation. Thus, 
reserves of money that have gathered in pension funds are substituted with 
government stocks and these savings ‘spent into the economy’ by government. 
Rather than creating money itself, the government recycles money, drawing upon 
pools of money required in the future as pensions or insurance pay-outs. In 
summary, when government stocks are bought by what is called the ‘non-banking 
sector’, money held as savings is borrowed back into the economy and the govern- 
ment assumes a debt. 

If, however, government stock is bought by a bank or any other lending insti- 
tution, new money is created as a debt. This is managed in essentially the same 
way as the spiral loan method of money creation discussed earlier. The bank will 
purchase the government IOUs — the government stocks — by banking against 
the money deposited with it at that time. All the bank does is make out a cheque 
for the appropriate amount to the government, accounting this as a secure invest- 
ment of money deposited with them. Of course, no depositor’s account is reduced 
or changed in any way, just as when a loan is advanced, so new ‘number-money’ 
is actually being created. And just as with the bank loan, it is what happens next 
which confirms beyond dispute that money is indeed being created. The govern- 
ment, in return for its stocks and treasury bills, will receive an appropriate amount 
of bank-credit from the bank. This money will then be spent in the public sector, 
and quickly find its way into bank accounts — result: more bank deposits. This 
is the identical effect of the bank loan method. Purchases of government stock by 
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banks leads directly to an increase in the total of deposits and hence the money 
stock. This is enshrined in the revealing statement by Reginald Mckenna, quoted 
in Chapter 2; 


...banks create money... Every loan, overdraft or bank purchase creates a 
deposit.4 (Author's italics.) 


The dominant form of securities purchased by banks is of government stock, 
since banks generally avoid the uncertainties of industrial shares. 

To summarise, the national debt supplies money to the economy either by 
drawing on saved monies, and mortgaging the economy to its own pension and 
insurance funds, or by allowing banks to create additional money as a debt. In 
both cases, the debt is registered against the public assets of the nation and 
payment is dependent upon the future income of the economy. These two aspects 
of the national debt — borrowed savings, and money creation — are noted by 
Stephen Bailey; 


...the sale of gilts can directly affect the money supply... Hence, sales of 
gilts have been primarily targeted on other financial institutions [e.g. insur- 
ance companies and pension funds].3 


Bailey also offers the statistical evidence that confirms that national debt stocks 
bought by the banking sector lead to a net increase in the money supply, whereas 
stock bought by the non-banking sector does not, since it is a recycling process 
involving an injection into the economy of saved monies. He observes that, during 
the 1980s, every increase of £1 in the PSBR added 40p to the money supply. 


The mythical balanced budget 


The full importance of a national debt in terms of the money supply is only 
appreciated if we imagine a modern economy attempting to run a balanced 
budget — a zero deficit. This does not mean trying to reduce the national debt, 
which would have a far greater economic impact. For the UK, a balanced budget 
would involve keeping the national debt stable at £380 billion by re-mortgaging 
existing stock as it matures, as is effectively done at present, but keeping that total 
debt steady by not adding to it. This would mean that annual government expen- 
diture would be limited to precisely what could be raised by taxation. The average 
budget deficit from 1993 — 1996 was £30 billion annually 

The anticipated budget deficit for 1997 is £10 billion. The immediate economic 
impact of not running a budget deficit would be quite simple; the government’s 
revenue would drop by £10 billion. The subsequent effects of not distributing this 
£10 billion and trying to run a balanced budget would be catastrophic. The 
government would initially have to lay off hundreds of thousands of public sector 
workers. The social security budget would rise with the redundancies, so it would 
then have to cut services and lay off yet more employees to restrict its total out 
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goings to the balanced budget level. This gathering pool of unemployed workers 
and their families could not then act so effectively as consumers; demand across 
the economy would drop, and some private firms would shut down, causing more 
unemployment. So the government’s bill for social security would again rise, 
necessitating yet more public sector layoffs. Meanwhile, the ability of people and 
businesses to pay taxes would fall with the decline in sales and total incomes, 
again requiring cuts to be instituted. Demand would then fall even further, more 
businesses would close, causing more unemployment, and a higher social secu- 
rity bill. Eventually, the economy would just grind to a shuddering halt. The 
pursuit of a balanced budget would cause a progressive drop in demand of such 
impact as to precipitate a gathering spiral of unemployment and business failure 
exactly as in the Great Depression. Governments worldwide only pulled their 
economies free from that depression by starting to run regular budget deficits. 

If the government tried to raise taxes to balance its budget, this would have ulti- 
mately the same effect on the economy as spending cuts. It would initially be able 
to keep all its public sector workers, but either industry or consumers would be 
deprived of £10 billion through extra taxation; about £700 per household in 
Britain. If industry were taxed to the tune of £10 billion, this would soon be 
passed on in prices with the same result as a total fall in incomes. Either way, the 
drop in consumer demand would lead rapidly to business closures, lower tax 
receipts and a rise in unemployment. The rate of taxation would have to 
increase to compensate for lost revenue and to sustain the unemployed, and 
thereby maintain a balanced budget. This would lead to a further drop in demand 
necessitating yet more taxation on a steadily declining number of businesses and 
employees. Ultimately, the same spiral of economic collapse would occur. 

£10 billion may not appear significant in a total government budget of over 
£300 billion, but in a debt economy perpetually functioning ‘on the edge’ of 
solvency and financial confidence, such an amount is critical. The disastrous 
potential effect of a balanced budget policy is underlined by the fact that the figure 
of £10 billion will be the lowest deficit for the past seven years. It is also being 
achieved at a time when Britain is at the high point in the business cycle, enjoying 
a sustained economic boom due to an influx of foreign investment that has 
compensated for a larger budget deficit. Latest figures from the Bank of England 
reveal that the UK economy has experienced an astonishing net inflow of £26 
billion of capital over the last twelve months — largely from Maastricht-hit 
Europe and in flight from the Asian collapse. Under such circumstances, an 
economy might well survive the first year of a balanced budget, but would by then 
be in a critical position which would become all the more precarious as interna- 
tional capital started to reverse its flow. 

There is plenty of evidence to confirm the scenario of a balanced budget 
leading to economic collapse. In the budget of 1995, the Conservative govern- 
ment introduced tax increases and spending cuts to try to reduce its annual budget 
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deficit, but the main result was a pronounced fall in economic activity. This meant 
that the money the government actually managed to raise by their tax increases 
was a fraction of what they had expected. This was reported in the news as the 
government’s ‘lost billions’ of hoped-for revenue. Progress on the deficit was 
virtually nil. Exactly the same happened in both Germany and France over the 
years from 1993 to 1996. Despite substantial tax increases and cuts in public 
spending, these governments found that the ground gained on the budget short- 
fall was minimal. Their pursuit of the Maastricht criteria was rather like seeking 
a mirage in the desert. No sooner have you got to where you wanted to be than 
what you wanted isn’t there any more. No sooner have tax increases or spending 
cuts been instituted than the amount of tax revenue falls and the numbers of 
unemployed rise, raising the deficit above its intended target figure, whilst all 
around the economy is collapsing. 

It should be remembered that these nations pursuing the Maastricht criteria 
were not even trying to stop their national debts increasing, they were merely 
trying to slow their rate of growth. Despite their efforts, by 1996 Germany was 
still failing to meet the Maastricht criteria. In desperation the government 
embarked on a programme of selling public assets. The UK government’s use of 
this policy between 1985 and 1990 has shown how effective it can be in tem- 
porarily covering the deficit. Instead of selling government stocks, the UK gov- 
ernment sold off public assets and did so in sufficient quantities to actually 
achieve a tiny budget surplus of £5 billion in 1989 and 1990. Had the govern- 
ment not had the proceeds from privatisation, not only could it not have done 
this, but its deficit would have grown considerably. The privatisation of state 
owned industries between 1985 and 1990 actually raised some £80 billion, and 
the bulk of this revenue was used by the government to subsidise public spend- 
ing. Instead of raising money against the public assets and mortgaging them via 
the national debt, the government sold these assets off. Only by copying this 
policy could Germany hope to slow the growth of its national debt sufficiently 
to just qualify for Maastricht. 

Over a period of time, embracing a complete cycle of recession and growth, 
and allowing for the distorting effect of short-term policies and international 
capital flows, the figures involved in national debts are so great and their growth 
so constant as to make it quite clear that this is an endemic debt, unavoidable 
under the current financial system. Although contemporary theory of national 
deficits describes a mechanism designed to compensate for cyclical falls in 
demand and problems of temporary liquidity, the empirical evidence is that 
national debts do not balance out over a business cycle, but persist and grow, and 
are moreover, essential components of the money supply. 

The analysis of Chapters 3 and 4 provides an insight into the role of the 
national debt. It is vital in a debt-economy that by some method or other the 
government undertake the recycling and/or creation of money, and thereby 
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shift the burden of debt away from consumers and industry. The injection of 
money via the national debt provides the economy with what it needs most — 
a boost of purchasing power, an injection of effective demand. The additional 
money distributed via the budget deficit, entering the economy through the pub- 
lic sector, is available to purchase the goods and services offered by the rest of 
the economy — the private sector. Thus the purchasing power distributed via the 
budget deficit compensates for, and covers up to some extent, the lack of pur- 
chasing power throughout the economy as a whole. 


Harsh unrealities 


All national governments are, by constitution, by proclamation or in theory, 
responsible for the provision of their nation’s currency. The economy is constantly 
groaning under debt and crying out for money; the contribution by government in 
the form of notes and coins has fallen from 20% to 3% of the money stock over the 
last three decades; every pound in existence is now countered by a pound of debt; 
consumers and industry are up to their eyeballs in mortgages and overdrafts; the 
government itself desperately needs money to fund its public sector commitments. 
So what does the government do? Does it create money? It does not! To obtain the 
revenues it needs, the government borrows money and creates more debt. 

To obtain the additional revenues it needs, and upon which the economy is 
completely reliant, the government sells IOUs which increase in value with time. 
And when the time comes for them to be cashed, the government sells even more 
IOUs and uses this money to pay off the old ones. The government operates an 
absurd system of debt-stocks which constitute a meaningless and utterly un- 
repayable debt to the future. This provides the government with a small amount 
of money now on the condition that they repay a much larger amount in ten or 
fifteen years time. The government than proceeds to flood the market with these 
meaningless promises to pay, which can only be redeemed by the issue of yet 
more promises. The government draws on money already created as a debt, and 
relied upon for future payments on insurance claims and the pensions of the 
elderly, and also allows banks and other lending institutions to purchase their 
bonds, conceding to these private institutions the right and power to create addi- 
tional money, which is then loaned to the government at interest. Meanwhile, we 
must all work harder and harder, and the economy must become ever more 
productive and efficient to try to compete with other nations operating under the 
same lunatic strictures, whilst the national debt inflates like a balloon. To say the 
system is crazy is an understatement. The situation defies description, and it 
beggars belief that no one involved in its operation takes a long hard look at what 
they are doing and just bursts out laughing at the innate insanity of the whole 
process. And this is going on worldwide! 

However, whilst the administration of these national debts may be portrayed 
as ajoke, the effect is certainly anything but humorous. By presenting the national 
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debt as a measure of economic failure, by trying constantly to reduce expenditure 
and raise as much as they dare by taxation, our governments tell us that we must 
face up to the ‘harsh financial realities’ of economic life. These harsh realities 
include cutting funding to local councils, under-funding the education and health 
services, levying crippling business rates, imposing VAT on domestic fuel and 
virtually everything else, selling off public sector assets, reducing the defence 
budget, cutting student grants, restricting child allowances, cutting single parent 
benefits and so on ad nauseam. 

These policies are certainly harsh, but they have nothing to do with reality at 
all. These ‘realities’ are restrictions imposed by the inadequacies of the financial 
system and the determination of government to reduce the budget deficit at every 
possible opportunity, in defiance of the blatant fact that modern economies are 
utterly dependent upon their deficits. Chapter 5 drew attention to the cutting and 
centralisation of public services, as if an economy as wealthy as ours cannot 
afford the luxury of post offices, hospitals and schools in places where people 
actually live, and where they want these services, and often where they already 
exist. There is only one sense in which we cannot ‘afford’ these local amenities, 
and that is in the uncompromising and meaningless mathematics of money 
created as a debt. 

Of course we have the resources to feed and clothe our students. We managed 
to give them a grant for decades when the economy was not so diverse and 
productive as it is now. There is no earthly reason why, as we enter the twenty- 
first century, graduating students should leave college with a millstone of debt 
round their necks. Of course we can afford to feed and care for the elderly. There 
may be a growing number of elderly, but there is a surplus workforce in a wealthy 
economy. However, it is not in the least surprising that we cannot afford these 
things in monetary terms, because the financial system is founded upon debt and 
that debt produces a chronic shortage of money throughout the economy. 


Debt management and political control 


The national debt is a blatant expression of the inadequacies of the debt-based 
financial system. But it is also an illustration of the lengths governments will go 
to not to create money. By recycling into the economy money that will be required, 
indeed relied upon in the future, the government is going to extraordinary enough 
lengths not to create money itself. But by permitting banks to create money 
against government stock, and allowing them to then lend this money back to the 
government, registering a debt against the nation, the government is transferring 
to banks the ultimate in financial power. Not only can banks create money against 
the future income of individuals, they are also permitted to create and supply 
money as a debt to the government — the one institution with the true authority 
to create money. They thereby hold a debt against the future income of the nation. 
Why do governments allow banks to do this? Surely, if this is just a matter of 
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revenue, governments should snap up the chance to create money — this would 
vastly increase their resources and their ability to govern. 

There is, however, far more to the national debt, the budget deficit and the 
annual farrago of spending allocations than the inadequacies of the financial 
system. There is far more to this state of affairs than a ludicrous paperchase of 
meaningless IOUs. There is a power dimension to the national debt. Although 
governments relinquish the financial power of money creation to the banking 
system, the way that the national debt and the public sector deficit is administered 
confers extraordinary political powers over the economy on national governments. 

There are two aspects to this power. The first is that the reliance of the 
economy on a national debt grants the government overall control over the 
activity of the economy. A government is in a position to stimulate and support 
the economy at will, with dramatic effect. Whenever a government has wanted 
to boost the functioning of the economy, particularly at times of war, the budget 
deficit and national debt have been used. At other times, by restricting the deficit, 
governments can, and often have, brought their economies to a virtual standstill. 

No-one in France or Germany is under any illusion that, were the country not 
pursuing the Maastricht criteria, their government would run a higher deficit, and 
the massive unemployment and depression from which they are now suffering 
would be substantially lessened. As a result, the whole economy would be more 
prosperous. A government can only get away with cutting the deficit in this way 
because this method of supporting the economy registers as a deficit; a debt. The 
government therefore has a permanent and an unanswerable argument for cutting 
the deficit — a debt means that we are ‘living beyond our means’, so we must cut 
back. 

The second aspect of power is that a national debt gives a government detailed 
control over many different areas of the economy; it is in a position of great 
power in deciding whether or not to ‘afford’ something. Because the economy is 
riddled with debt, and purchasing power is so inadequate, many industries have 
grown to depend on some kind of subsidy to survive. This gives a government 
effective power over the survival of these industries. 

For instance, Britain no longer has a coal or steel industry to speak of — the 
many plants and mines that have been closed were not ‘financially viable’ — that 
is to say, their subsidies were cut. We now import large quantities of our coal and 
steel, much of which is of an inferior quality, and most of which is subsidised in 
the countries where it is produced. Of course it is cheaper to buy foreign steel and 
coal when that foreign steel and coal is subsidised! But why not continue to 
subsidise our own coal and steel industries? It is not really cheaper to import coal 
from abroad when there are coal reserves in the country, when coal is needed and 
when the miners’ immediate prospect is unemployment and the dole. 

When one looks closely at the figures, none of these decisions stands up to 
scrutiny. The government cannot be claiming to follow economic commonsense, 
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or ‘getting the best value for money’, or choosing the cheapest option, because 
such judgements depend entirely upon what financial factors you take into 
account. Take, for instance, the closure of Ravenscraig steel plant. This was actu- 
ally one of the most efficient plants in Europe, producing a very high grade of 
steel for which there was a clear demand. In refusing to subsidise Ravenscraig, the 
government has ended up paying to support the unemployed workers and the 
country has ended up paying for foreign steel. 

The same applies to the coal industry. The fact that the coal we now have to 
import from central Europe is of far poorer quality than our neglected coal 
reserves was ignored. The fact that it is desirable, and obviously cheaper in real 
terms, to maintain a healthy domestic coal industry rather than import coal was 
ignored. The financial detail that it is more expensive to make workers redundant, 
give huge redundancy payments and support them and their families on the dole 
for possibly the rest of their lives; this fact too was ignored. 

The pits were dug; the machinery was in place; the men had the experience 
and desire to work; the coal was there; the coal was in demand — all the real 
elements of economic supply and demand were in place. But the government 
worked out the sums, emphasising all the costs of running the pits, and under- 
stating or completely omitting many of the indirect costs of closing the pits, and 
excluding the subsidies of foreign competitors, and decided to shut the pits down. 
In fact, it would be more accurate to say, they decided to shut the pits down, and 
then worked out the sums accordingly, because all such comparative cost-benefit 
analyses depend utterly on what factors you take into account. It becomes clear 
that these were decisions that the government wanted to take. 

The key elements which are always left out of such calculations are, first, the 
cost of supporting the unemployed on the dole. Yet, what is the first and most 
obvious financial effect of such closure? Redundancy! The second element is the 
loss to the country of revenue through buying abroad. Yet what is the inevitable 
effect of closing a domestic industry? The product will have to be imported! The 
third element is to ignore the subsidy being paid to foreign competitors. Yet what 
is the result of cutting the UK subsidy? Domestic coal and steel becomes more 
expensive than foreign supplies! The government could easily have arrived at a 
justification for saving Ravenscraig steelworks and for keeping the coal pits of 
Yorkshire open, if it had wanted to. The government’s decision to withdraw these 
subsidies is shown in its true light when it is considered that, at the time these 
decisions were made, Britain had one of the lowest national debts in the world 
and even by conventional assessments could have afforded the subsidy! Moreover, 
as Chapter 15 discusses, Britain’s was the only national debt in the world which 
was at that time being decreased relative to GDP! 

It rapidly becomes clear when one studies such cases, that what these choices 
actually reflect is not what is cheapest, or best value, but what the people who are 
in a position of power want to do. Such decisions reflect what politicians see as 
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‘the future’; i.e. we are dealing not with economics, but with a matter of policy. 
In terms of British Steel and the coal industry, the government took the line it did 
because it accorded with EU policy. Britain was instructed to cut back its steel and 
coal production. Which the government did. 

This is the power of the national debt. The scarcity of money, enshrined in the 
national debt, provides the government with an excuse every time it wants to cut 
a service or not fund something or not subsidise an industry. And by the same 
token, the fact that a debt has to be run up anyway gives the government the scope 
to fund what it does favour. If the government wants to ‘find the money’ for a 
particular project, of course it can; the national debt is a potentially infinite source 
of funding. If the government wants to cut a service, or not subsidise an industry, 
all it has to do is point to the budget deficit and national debt and say, ‘We can’t 
afford this, it is too expensive’. When there is a scarcity of money and a back- 
ground of debt, and when it is in control of the size and extent of that debt, the 
government can win every financial argument. 

The cutting back of our coal and steel industries was presented as a matter of 
financial priority; there was ‘not enough money’. But there is always ‘enough 
money’ to entice a foreign multinational car manufacturer or electrical plant 
promising jobs, and goods for export. There is never enough money to increase 
funding to our ordinary primary and secondary schools, but there is always 
enough money to fund a batch of new Technology Colleges and to fund the costly 
bureaucracy of the national curriculum. There is never enough money for county 
councils, but there is always enough money for our annual payments to the 
European Union, to which we are net contributors. According to our government, 
‘economic reality’, or ‘financial priorities’, demands that we expand our airport 
capacity but close our rural hospitals. Financial priority tells us we must dig a 
tunnel under the Channel, but allow the collapse of our shipyards that helped 
maintain our trading contacts with the world beyond Europe, at the same time as 
seeing orders for ships placed in other countries where ship building is subsidised. 

As another example of a responsibility that our government clearly does want, 
it was a policy decision to ‘afford’ billions of pounds on a bureaucratic nightmare 
called the national curriculum, by which the government has taken control of our 
education system. Many teachers have claimed that the national curriculum is 
responsible for a marked decline in basic skills, as well as deteriorating enthusiasm 
to learn, due to too much emphasis on a rigid curriculum. They also claim it has 
caused such exhaustion in the teaching profession, which is now snowed under 
with irrelevant but mandatory paperwork, that children’s education has suffered 
in every way. There is widespread unease at all children in all schools following 
the same centrally organised curriculum, and many teachers have denounced the 
organisation, priorities and the heavy ‘employment’ bias in the government's 
curriculum. And whilst the government is pursuing this expensive policy of 
educational control, schools are having to cut staff. The government claim that 
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they don’t just want to ‘throw money at schools’, but they certainly know how to 
throw it around themselves. 

At the same time as the government is choosing its spending options, as much 
revenue as possible is raised by taxation. The issue of taxation has divided people 
into classes according to their incomes, and the great majonity fix their eyes on the 
rich; the ‘fat cats’ of the economy. Some statistics are relevant here. It was esti- 
mated at the 1997 budget that a rise from 40% to 50% in the rate of income tax 
on all incomes above £100,000, would raise just £1 billion extra revenue. By 
extension, raising the rate of tax to 100% of incomes over £100,000 would 
produce a mere £6 billion revenue. In other words, confiscating all incomes over 
£100,000 would be nowhere near enough to cover half of the current annual PSBR deficit. 
These figures emphasise the fact that modern debt and modern poverty have little 
to do with ‘the rich’, who are simply too few in number to make a significant 
difference. Obviously those on low incomes cannot be taxed much more than they 
already are, so the public has now accepted that higher taxation for middle- 
income families is unavoidable. Thus the very group who already carry the main 
burden of the money supply through their mortgages are to be hit even harder 
through taxation, as the government tries to avoid taking its share of the debt 
associated with the supply of money in a debt-based economy. This highlights not 
only the impossibility, but also the near tyranny involved in trying to pursue the 
mirage of a balanced budget in a debt-based economy. 


Summary 


In an economy that is dependent upon constant debt, governments, having the 
power to undertake such debt, can create and recycle money where they please, 
and in the amounts they please. They can support the industries they favour, allow 
others to collapse, channel investment and spending where they want and 
thereby direct the growth of society. All modern governments are doing this, all 
of them defending their decisions by claiming that these decisions are justified by 
the need to stay competitive and boost exports in the modern world. But this 
whole ‘competitive export’ premise upon which national governments base their 
expenditure decisions assumes a need which derives entirely from the debt money 
system; an export ethic which results from their failure to provide a supportive 
monetary base for the economy; an export ethic which strengthens the powers of 
government to shape the future of their nation’s economy. If your priority is 
exports, and if everyone has been persuaded to agree that more exports are 
needed, then there is no difficulty in justifying the subsidised foreign car plant or 
electrical goods factory. Of course, governments do not view this as covert dicta- 
torship, or rule-by-finance, or changing the social and economic fabric of their 
countries to suit their views, but this is precisely what it amounts to. 

In the context of the responsibility on government to create and supply money, 
the national debt is a sham; a cover for the crude exercise of power; of govern- 
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ment by finance. It is the power to decide how much support the economy will 
receive, how much money is to be created and recycled via the national debt, and 
how that money is to be spent. Of course it will be spent ‘on us’. But in the way 
the government wants to spend it ‘on us’. The UK government are prepared to 
offer investment grants for foreign industries, but they are not prepared to prevent 
the collapse of domestic coal and steel production. They want to support the 
channel tunnel; they do not want to support ship building. They want to set the 
agenda and assume control of education; but not to be responsible for public util- 
ities. As C. H. Douglas once correctly pointed out, modern money does not 
reflect reality, it reflects policy and power.* 

Again, the situation described is one in which ordinary people have a status 
that can only be described as powerless dependency and exploitation, amounting 
to slavery. It is popularly thought that governments only fund the economy 
through the budget deficit as a last resort. Recourse to the national debt is 
portrayed as a measure of general economic failure and restricting the deficit is 
assumed to be no more than financial prudence. That this is categorically not the 
case is emphasised by Chapters 13 and 15 where the history of national debts and 
their role in arbitrarily stimulating, restricting and reshaping various economies 
is examined. If the record of government deficits is studied, it becomes clear that 
these debts are run up virtually at will. The fact of the matter is, the size of the 
deficit is primarily a matter of government policy and decision, not one of 
economic judgement. The duplicity involved in the national debt becomes even 
more apparent in Chapter 17, where the argument that a budget deficit and the 
national debt cause inflation is examined, and startling evidence offered which 
exposes this as a complete myth. 
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Food and farming 


A and the food industry offer a perfect case study of the effects of 
debt financing. All the factors and trends discussed in previous chapters are 
exemplified — heavy debt; bias in favour of large businesses; science and tech- 
nology gone mad; mix of poor quality and good quality produce, but with a heavy 
market bias in favour of cheaper food; consumer preference blatantly overridden; 
excessive transport; overcentralisation; powerlessness of the industry concerned 
to act counter to the dictates of a price-cutting market; government subsidies; 
spare capacity, and a practicable alternative simply begging to be applied. 


The powerless consumer 


Perhaps the best measure of the consumer’s total subservience to the economic 
trends created by debt finance is to be found in food. What the consumer wants 
should be a priority in any commercial venture, but especially so in the essentials 
of life. Food one would expect to be paramount; the one aspect of the economy 
under true consumer control. In fact, all the evidence is that the consumer has no 
control over the food industry which has been developing for decades away from 
supplying what people really want. 

The food industry is where mass production, bulk transport, automation and 
centralisation have had some of their worst effects and been taken to the most 
unwarranted lengths. In recent years, people have been horrified to learn the 
details of what they are eating. In order to mass produce and supply food at the 
lowest cost possible, the natural ingredients and nutritional value of food have 
been increasingly destroyed with aggressive treatments; dried at high tempera- 
tures, grown and then processed with chemical supplements, and doctored with 
preservatives and colourants. Animals have been kept under ever more appalling 
conditions, fed hormones and antibiotics as growth stimulants, whilst many meat 
products have been degraded by the addition of ground up carcasses and offal. 

There is growing concern over the safety as well as the nutritional value of 
food, expressed not just by consumers, but food scientists. Many products are 
grown or processed using chemicals whose individual and synergistic effects are 
poorly understood. These are present at levels that are not measurably toxic, but 
the assumption that they are therefore safe is quite false. The precautionary 
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principle — that many chemicals which are toxins at high levels should also be 
regarded as toxins at low levels — is noticeably absent in the food industry. 
Consumers are reassured by politicians and scientists with a clear vested interest 
in the industry, and concerned scientists are forever being asked to ‘produce the 
evidence’ against the increasing use of chemicals in growing and processing food 
when, in the nature of the case, evidence of contributory and progressive build- 
up of toxic effects only emerges when it is too late. In addition, there is abundant 
evidence that crops and meat products produced under high yield, chemical input 
methods lack many vital nutritional ingredients. 

Some consumers have tried to go organic, both for safety and nutritional value, 
but the cost is prohibitive for most people. In addition, the retail networks, and 
in particular the food processing industry, are founded on the bulk supply of 
cheap food. Finding food that strikes a sensible balance between price, health and 
convenience is becoming ever more difficult. Supermarkets advertise their 
‘healthy options’, but these are generally expensive or select a single nutritional 
factor — such as low fat content — and disguise the fact that the remainder of the 
product is no different from the standard range. But at the very same time as there 
is widespread consumer disquiet about the current structure of our food industry, 
technology is being vigorously applied to pursue the same policy even further. The 
next range of foodstuffs ‘demanded by the consumer’ are set to be cereals, vegeta- 
bles and animals genetically engineered for yet greater productivity, and the 
resultant food products irradiated for as long a shelf life as possible. These goods, 
produced in huge quantities in one region and bulk transported around the globe, 
are already starting to appear in supermarkets, being favoured as cheap ingredi- 
ents by processing companies, and making an increasing impact throughout the 
food market. Not only is this trend in clear defiance of consumer demand, but 
vast sums of money are being spent, in an attempt to win over public opinion, by 
the multinational corporations driving these changes through. 

It is when one begins to look at the components of the price of food the debt 
under which farming operates, the competitive inefficiency of the distribution 
network and the huge hidden cost of transport, that the persistent decline in food 
quality begins to find an explanation. The first aspect that needs to be explored 
is farming debt. If there is one sector of the community that has suffered more 
than the consumer from modern agricultural trends, it has been the farmer. 


Farming debt 


Over the last forty years, farming has been the least profitable, and become the 
most heavily indebted sector in the entire UK economy. It would be possible to 
fill this chapter with the truly staggering statistics relating to the financial pressure 
on farming. The overall picture has been one of a remorseless decline in income 
from farming, combined with growing indebtedness throughout the industry. 
According to a MAFF Historical Survey,! aggregate income from the whole 
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farming industry was three times higher in real terms in 1948 than in 1990. This 
is an astonishing statistic. What it actually means is that, overall, farmers were 
able to make a living three times more easily in 1948 than today. According to the 
MAFF figures, between 1971 and 1988 alone, taking into account inflation, farm 
incomes fell by 66%. 

This has happened because the prices a farmer receives for his crops or live- 
stock have declined, at the same time as the costs of production, and the amount 
of debt carried by farmers have both risen dramatically. Alan Harrison and 
Richard Tranter, at the University of Reading, have investigated the changing 
viability of farming and produced a series of studies. In a paper entitled The 
Recession and Farming Crisis or Readjustment?,? they present the following figures. 
With 1978 taken as a base year of 100, the table shows the declining income 
received by the farming industry, alongside the rise in interest payments on debts 
paid throughout the industry. 


farm income and interest charges — 1978-1992 


Total interest | Total | 
Charges income 
100 100 
79 


There could be no greater demonstration of the severity of the financial condi- 
tions under which farming has had to operate than a fall in net income by nearly 
50% over 14 years, and a parallel increase in debt interest charges of 44%. 
Harrison and Tranter concluded; ‘The terms on which farmers traded continued 
to deteriorate as the inputs they used cost more and the products they produced 
commanded lower prices.’ One wonders how farms have continued to survive, 
and of course, the answer is that many of them haven't. Bankruptcies have been 
rife, and many more farmers have chosen to sell up and move out of farming. The 
following table, again compiled by Harrison and Tranter, gives some of the 
components of farming debt, and also lists the phenomenal annual rise in bank- 
ruptcies within the farming industry. 
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Credit to UK Agriculture 1978-1992 


Year Bank Loans by 
Advances | AMC etc. 
£ million £ million illi illi 
| 1978 | 1705 | : 
| 1979 | 2234 | 3% | 8 | 3m6 | - | 
1980 2844 | 3362 | 84 | 
1981 3380 


[10 

| 1% | 
1982 | 3997 | a33 | 1s [| 4sso | 132 | 
1983 e |_| 
5986 
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5543 589 188 
5909 609 200 
| 6142 | 664 | 2332 | 7308 | 236 | 
7527 


834 8023 309 
900 8186 401 
977 8102 504 


The gross debt currently outstanding against British farms is estimated to be 
in the region of 25% of the total value of their assets. In other words, farming 
suffers total debts equivalent to 25% of the value of all agricultural land, build- 
ings, farmhouses, machinery, crops and livestock — a simply astronomical figure. 
In 1992, over 65% of all farmers had significant debts. Of these, 40% were ina 
worse financial position in 1992 than in 1987. 17% of farms experienced an 
increase of half or more in their indebtedness over the five years. All these 
percentages are adjusted to take into account inflation; the actual numerical esca- 
lation of debt involved, as the table above shows, was colossal. The rate of 
bankruptcies is an appalling statistic and the financial pressure on farming goes 
some way to explaining why farmers are the group most at risk from suicide and 
mental health problems caused by work related stress. 

This situation, of a farming industry forced to operate under a massive burden 
of debt, is not peculiar to Britain. Subsidies have become essential to help farmers 
survive throughout Europe. Harrison and Tranter’s study includes details of the 
financial status of farms in America, which are every bit as severe as in the UK. 
They comment on the 


massive sell-outs of farm businesses experienced in the USA [in the 1980s] 
where attempts to restructure financial arrangements extended even to legal- 
ising the revision of mortgage contract terms. 


The public cannot understand why food is so perennially expensive, despite the 
fact that food production is heavily subsidised; and at the same time the majority 
of farmers claim they are unable to make ends meet. So in general, the farmers’ 
complaints are dismissed. People are anyway so fixated by the ownership and 
value of land, which makes the owner of just an average sized farm appear 
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wealthy. But this apparent wealth is irrelevant for two reasons. First, the supposed 
value of his land represents no gain to the farmer, unless he moves out of farming, 
which most do not want to do. Second, the nominal value of land has no impact 
on food prices. However, farming debt certainly does affect the price of food. The 
amount of farm income going on interest payments automatically tends to raise 
the price which consumers pay. From 1953 to 1974, interest payments on farm 
debt rose from approximately 8% until they absorbed 13% of the national farm 
income. Recently, however, interest has risen to above 25% of the total income 
with peaks of 31% in 1980, and in 1985, when a staggering 40% of all income 
from farming in the UK went to pay bank interest charges. 

Such are the poor returns from farming that today, increasingly, farming 
survives on debt. The bulk of this debt is medium term, and charged to farms at 
the full commercial rate. Whilst debt and interest payments do influence prices, 
the main impact of debt has been to force many farms, particularly small and 
medium-sized holdings, into bankruptcy. 


Decline of small, efficient businesses 


Tranter’s study underlines what many have known for years, that the chief 
casualty of farming debt has been the small and medium-sized farm. The gradual 
disappearance of these highly efficient food producers has been one of the most 
striking features of agriculture over the last 50 years. Harrison and Tranter’s work 
and studies by MAFF reveal a spread of debt, with the small farmers constantly 
being those most heavily indebted and under ‘high financial pressure’, whilst the 
larger the farm, the less likelihood or degree of indebtedness. 

When this unequal spread of debt is combined with the remorseless deterio- 
ration in overall farming income, the reason for the demise of the small farm and 
the success of large scale agri-businesses becomes clear. The fall in farm incomes 
has not been evenly spread. The relatively large debt suffered by farms of lower 
acreage, combined with the marked decline in financial return per acre, means 
that small farms have provided progressively lower incomes, and are now almost 
hopeless financial propositions. Very large farms remain, however, highly prof- 
itable for their owners. The payment of subsidies on a per acre basis has 
compounded the problem, since the amount received by a smaller farm makes 
little difference to their viability, whilst the larger farms which need it least, have 
received massive financial support. 

Over the years, this relentless financial pressure has had a predictable effect on 
the industry. It has led to the acquisition of land and the growth of progressively 
larger holdings by fewer farmers. From 1972 to 1982, there was a 16% decrease 
in the total number of farms, due to amalgamations and buy-outs. 23% of farms 
between 5 and 50 acres disappeared, also 15% of farms between 50 and 100 acres 
and 5% of farms between 100 and 500 acres.? 
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Mechanisation and the declining use of labour 


There are two options for farmers unable to make their business provide an 
income — sell up and move out, or borrow to invest in technology that will cut 
costs, or improve productivity, or both. Here, the nominal value of a farm does 
give one benefit to the working farmer — the opportunity to run his farm on debt. 
The paper value of a farm allows a farmer to raise funds by borrowing against that 
value, and this is something farmers have all been increasingly obliged to do — 
which is how, and why, so many of them are so heavily mortgaged. 

One of largest costs to a farm is wages, and the financial crisis in farming has 
lead to a huge drop in the numbers of farm-workers, and a constant drive towards 
large-scale farming and automation. If the cost of interest payments on borrowing 
is lower than a farm-worker’s wage, then debt and mechanisation is an avenue that 
the farmer is forced to take. A study by SAFE Alliance, an NGO campaigning for 
sustainable agriculture, presents figures showing the exodus of labour from 
farming that has resulted from this trend; 


More than 1000 UK farmers and farm-workers are driven off the land each 
month by policies which favour large-scale intensive food produc- 
tion...12,000 UK farmers and farm-workers were forced out of farming in 
1991, more than during any of the previous 30 years. It is estimated that 
over the next 510 years a further 100,000 will go and 25,000 rural jobs in 
farming-related industries will be lost.4 


The inefficient farm 


Having defended farmers in terms of the dreadful financial conditions they 
have been forced to battle against, it is now necessary to criticise what they have 
been forced to do as a consequence. Today’s farmers are understandably defen- 
sive about their farming methods. They are the survivors in an industry under 
constant threat of bankruptcy, and have delivered a remarkable increase in gross 
output over the last thirty years. They are sensitive to criticism, especially from 
those who fail to appreciate the relentless pressure under which they have been 
forced to operate. But the fact is that many farms today are not really efficient; 
they are cost effective, which is a very different matter. In modern farming, effi- 
ciency is almost defined in monetary terms, with productivity per man-hour, 
returns per pound invested and concern over their future viability constantly 
governing a farmer’s decisions. 

This financial pressure has persistently overridden any judgement farmers may 
have as to the best system of management for their farms. Increasingly, the only 
way of making a living in farming has been to specialise, embracing hi-tech, low- 
labour, chemically based methods of crop growing, and intensive stock rearing. 
Over the years this has led to a different type of farming from that which the land 
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can actually offer, and a very different type of food produce. Modern farming 
methods are sometimes called intensive, but they are better described as extensive. 
A large acreage of cereals or root crops, grown with the lowest possible input of 
labour, is required to make a living, or break even. Large holdings of livestock, kept 
under conditions requiring minimum attention, are necessary to produce a profit. 

We are so accustomed to trusting the effects of money and the economic 
process, that the decline of small and medium-sized farms has been accepted. If 
these farms disappear, it must be because they are ‘less efficient’ food producers. 
The nation demands more food, and only the big farms can deliver. But as count- 
less observers have pointed out, the large farms which now predominate are not 
more efficient food producers, indeed in many cases they make a far Jess efficient 
use of the land. 

The shortage of purchasing created within a debt economy is a recurrent 
theme throughout the chapters that follow. It can be shown to be responsible for 
the reliance of the modern economy on constant growth, distorting that growth 
towards a low-price market, fostering excessive commercial transport and confer- 
ring an undue advantage upon corporate businesses in the international arena. At 
any one time, the lack of purchasing power from current production may be 
disguised or offset by a high level of investment and rapid growth, successful 
exports, extensive borrowing by consumers or a generous government deficit. But 
without at least some of these compensating factors, demand in a debt-based 
economy rapidly becomes ineffective and, as the historical survey in Chapters 13 
and 15 shows, the economy faces complete collapse. Lack of purchasing power 
continually forces the pace of growth whilst stability, sustainability and democ- 
ratic control of the economy are all considerations that are prepetually excluded. 

The use of complex machinery gives the superficial impression of tremendous 
power and efficiency, and in financial terms, these large ‘agribusinesses’ are clearly 
more successful than smaller farms. But in agricultural terms — in terms of 
productivity per acre — they generally are not. There are huge attendant ineffi- 
ciencies involved in the extensive approach to farming. Cereal crops are perhaps 
the one area where a high degree of mechanisation does not involve considerable 
wastage. As in any industry, some jobs automate well, others do not. Ploughing, 
seed drilling and the harvesting of crops such as cereals lend themselves to large 
field sizes and large machinery. But anyone who has been into a field after a pea 
viner, carrot lifter or beet harvester has departed will be staggered at the waste. 
Many crops do not harvest well under large-scale methods. It is not necessarily 
that the principle of mechanisation is wrong. The problem is often that the 
machines themselves are specifically designed to cover large acreages, rather than 
for really efficient collection. Eric Newby comments; 


Economies of scale are not universal in agriculture, however, for they vary 
according to the type of production and in some cases may even be 
negative. 
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Large farmers can gamble that certain crops will command a good price, and 
may simply abandon a crop rather than go to the expense of harvesting it if the 
gamble fails. As for livestock, there is ample evidence that animal husbandry and 
mass production do not mix. Yields, growth rates and survival rates of young are 
all considerably lower, whilst losses of adult animals due to illness are higher 
under large-scale rearing conditions. 

Apart from these obvious inefficiencies of widespread large-scale farming, 
there is a far more significant and subtle inefficiency involved. This is the sense 
in which modern intensive farming works against nature rather than with it. With 
growing field sizes, and the tendency for each farmer to concentrate on a limited 
range of crops, a farmer is less able to be sensitive to the varying soil conditions 
throughout his farm. With the decline of mixed farming and growth of farm size, 
the byproducts of arable and livestock farming — such as straw and manure — 
instead of forming valuable inputs have become waste products. Their place has 
been taken by chemical fertilisers and protein and vitamin supplements. 

This ‘natural’ inefficiency of modern farming is emphasised by the excessive 
regional specialisation of farming. Not only have individual farms been forced to 
abandon the benefits of diversity and pursue specialisation, but different regions 
of the country are developing an excessive agricultural bias. There has always 
been a tendency towards arable farming in the east of England and dairy farming 
in the west. But this has been a tendency, and diversity thrived within this natural 
regionalisation. Thus, East Anglia also had many dairy farms and pig rearing 
units. There is now a trend towards an ever greater degree of regional specialisa- 
tion in farming. 

In addition to the increased transport of both animal feed and human food- 
stuffs this involves, there is a huge resultant waste of farming by-products. Straw 
is now a major problem for the predominantly arable farming area in the east of 
England. Much is ploughed in, or baled up and allowed to rot. Meanwhile, the 
west has to import straw by the lorry load from the east. Large pig rearing units 
in the northwest produce far more slurry than their local farmers want. It is not 
cost effective to transport this across the country to the arable areas where it is 
needed. So this effluent has to be treated or dumped, which is both costly and 
polluting. Meanwhile, arable farmers in East Anglia use chemical fertilisers to 
stimulate crop growth. The farming advisory service RURAL commented as long 
ago as 1983; 


Britain’s farm animals produce huge quantities of manure, only about a 
third of which is used. The rest is dumped, wasting valuable nutrients and 
often causing severe water pollution. At the same time, under a third of our 
crops and grass receives any manure or slurry.® 


There could be no greater measure of the inefficiency of modern farming than 
the way in which former valuable resources of a balanced agriculture are squan- 
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dered and treated as excess, whilst other areas have to import them, or buy chem- 
ical substitutes. The many by-products of arable farming, instead of forming the 
resources of livestock farming, have become a costly and polluting burden, as also 
have the by-products of livestock farming. 

Farmers often claim in defence that modern mechanised and agrochemical 
methods of farming are essential to supply adequate food, and point to the three 
to four-fold increase in output from arable farming over the past thirty years. But 
this is a specious argument. The spectacular increases in yields are not primarily 
due to chemical additions and extensive methods; they are the result of constant 
research and development of higher yielding varieties and strains of crops. 
Chemicals applied to the land can do no more than act on the inherent genetic 
makeup of the plant, and modern crops are also high yielding when natural 
fertilisers are applied. 

Farmers do not like to be told this, but their efforts to specialise, mechanise and 
stay afloat in the modern financial environment have led to the most inefficient 
farming ever. This inefficiency has been disguised only by the tremendous 
advances in seed varieties and the increasing reliance on chemicals to compensate 
for the natural ecology of the land. Meanwhile, there has been a steady decline 
of a far more productive and efficient form of farming. 


Productive farming 


The mixed farm, growing a wide range of crops, and keeping one or more 
types of livestock, is often derided as the unrealistic dream of some bygone rural 
idyll. Such farms have no place, it is argued, in the modern efficient agricultural 
environment. But the whole point about mixed farms is that they are incredibly 
efficient. In terms of output per acre, maximum use of resources, and taking 
advantage of what the land has to offer, mixed farms are by far the most efficient 
system yet devised. 

Low grade land can be used to grow foodstuffs for livestock, and high grade 
land for cereals and vegetables for marketing. The unused portion of crops can 
be fed to livestock, either direct or as silage, or used as bedding. The waste from 
livestock is recycled onto the land to improve fertility, and rotation of crops and 
husbandry to maintain the soil’s fertility is simple. The diversity of crops and 
animals means that distributed pockets of land neglected by the agribusinesses are 
far more likely to be used. As a result, the land is far more productive under a 
mixed system of management than under a monoculture system. Also, mixed 
farming produces a wider range of crops more locally, involves fewer net inputs 
and fewer additional resources particularly chemicals. 

But the one thing a mixed farm does involve is more employee hours. Mixing 
animals and crops is a more efficient use of the land, but it is less efficient in terms 
of time and wage costs. The mixed farm has been driven out largely by the need 
to cut the number of farm workers, and by the fact that the falling returns from 
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farming meant it was just no longer worth keeping a herd of 25 cattle, or a couple 
of dozen pigs, although these were part of a system of complementarity between 
a range of crops and animals involving a highly productive use of the land. 

Sir Richard Body MP, himself a farmer and a wnter for many years on the 
changing pattern of agriculture, argues that the tens of thousands of farmers that 
have gone bankrupt over the years represent a terrible loss to the country. The 
small and medium-sized farms they tended to operate were often mixed, or part 
of a local mix, and as Sir Richard points out, many times they were not bad 
farmers: indeed there is every indication that they were extremely good farmers. 
Of the disappearance of such farms he writes; 


To dismiss them as ‘unviable’ would be a cruel calumny, it would be nearer 
the truth to say that they were made unprofitable...’ 


We are so accustomed to trusting monetary statements and acquiescing to the 
results of economic ‘progress’ that the decline of small, medium-sized and mixed 
farms has been accepted. If these farms are inefficient in money terms, they must 
be inefficient if agricultural terms. But they are not. The farms that are agricul- 
turally inefficient in the full and broad sense tend to be the larger modern farms. 
We have lived so long with the centralising tendencies of a debt money economy 
that we have come to accept automatically that large organisations succeed. Every 
instance of ‘bigness’ seems justified. We trust the economic process, via a free 
market, to favour those enterprises which are (a) the most efficient and (b) 
produce what the consumer wants. All the evidence is that these are precisely 
where modern agriculture is failing and all the evidence is that the financial 
system is responsible for this. 


The competitive inefficiency of food distribution 


Moving on from the distortions within farming itself, how can it be that food 
provides so little income for the farmer, yet costs so much to the consumer? 
Farmers have absolutely no doubt about the answer to this conundrum. There are 
two great bogey men for farmers. Of course there is the bank manager, but even 
he is eclipsed in the eyes of the farmer by that arch ogre ‘the Middle Man’. 
Farmers know the price they are getting per tonne of wheat, and they know the 
price of bread. They know the price they receive per kilo of livestock, and they 
know the price of meat in the shops. The price farmers receive per litre of milk 
is still falling, forcing ever more medium-sized dairy farmers out of business, yet 
the price of milk in the shops continues to rise. Farmers know that, of the money 
that the consumer pays, the proportion which they receive has been declining for 
years and years. 

The Middle Man, as far as the farmer is concerned, is whoever handles the 
produce after him, and before it gets to the consumer. The trouble is that these 
days there is not a Middle Man, but a veritable army of Middle Men. There is an 
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ever shrinking number of workers employed in farming and industries associated 
with production, and an ever greater total employed in the marketing, distribu- 
tion, processing and retailing of food. Today’s food reaches the consumer via a 
vast, wide-ranging and complex network of buyers, distributors, packagers, 
wholesalers and retailers. And this is where an increasing proportion of the cost 
of food is added on. It has been calculated that farmers often receive as little as 
20% of the final selling price of some of the foods they produce. Of every item 
of food we buy, a steadily decreasing amount of what we pay goes to farmers, and 
a steadily increasing proportion goes on transport, storage, processing, packaging, 
administration, advertising and retailing by a network of quite staggering cost and 
inefficiency. 

Logically, because of the fact that foodstuffs are natural products, subject to 
equally natural processes of decay, one would expect food production and distri- 
bution to exhibit a decentralised pattern, with local or regional companies, and 
delivery reasonably direct to retail outlets. Instead, what exists is a distribution 
and marketing network that functions in complete defiance of all common sense. 
For years, food has been sent on ever longer journeys around the country, with 
supermarket groups and big retail chains undercutting and forcing out local 
wholesalers and provincial retailing networks. The marketing of food is one of the 
most competitive areas of the economy. There has been an unrelenting trend 
towards more extensive marketing, and bulk transport is increasingly involved. 
Most food grown throughout the country is bought by, or on behalf of, a few large 
corporations. It is then transported hundreds of miles to be processed or pack- 
aged, then finally distributed to outlets nationwide. Brussels sprouts grown in 
Norfolk are harvested by machines with incredible wastage and inefficiency, taken 
by lorry to a packing department in the Midlands, sent to a factory where they 
are washed, cleaned, sorted by size, packaged or frozen and finally sent back again 
to Norfolk to appear in the supermarkets, wrapped in cellophane or a dinky little 
net bag. These sprouts are of the heavy, high yield variety, of questionable taste 
to begin with. After their journey, they are an insult to the consumer and the noble 
cabbage family to which they belong. A study conducted by SAFE Alliance in 
1995 showed that food was travelling 50% further before it reached the super- 
market than it did in the late 1970s. The rise in ‘food miles’ constitutes a huge 
increase in transport demands, and is a cost passed on in full to the consumer. 

Again we see the effects of the debt-based financial system intruding. Most of 
the genuinely efficient and direct local distribution and retail outlets have been 
driven out of business in just the same way as smaller, or more diverse farms. Not 
that they are inefficient, but that they are unprofitable under the financial condi- 
tions of a debt economy. The decline of direct local and regional networks of food 
distribution is partly due to the decline of diversity in farming. Farmers are 
tending to specialise and prefer to seek a contract with a single large national 
buyer. This leaves the local and regional distributors out in the cold. But the 
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decline of local and regional distribution is also yet another example of the disad- 
vantage that all small businesses suffer in a debt economy. 

The study by Harrison and Tranter showed that smaller farms suffer propor- 
tionately larger debts, and the worst terms of interest. The same is true of all small 
and medium-size businesses, including local food distributors and shops. It is not 
surprising that these have closed, considering their modest turnover, dispropor- 
tionately larger debts, their own need to buy goods and services whose prices are 
elevated by debt — whilst the owner will in all likelihood have his own house mort- 
gage. Although they are part of an inherently more efficient network, under such 
conditions, local food distribution networks just cannot provide an adequate living. 

The point has to be made that these large distribution and retailing corpora- 
tions are not in any sense to blame for this trend. They, just as the large farmers, 
are survivors. The large supermarket chains that have taken over our food distri- 
bution have emerged over the years from the intensely competitive food industry, 
and are still forced to compete ferociously with each other for consumer sales. All 
the competitive marketing ploys are involved, of transport, extensive marketing, 
advertising and buy-outs of rival companies. And all the costs of this inefficient 
colossus are passed to the consumer, and form an increasing component of the 
price of food. The large distribution and retailing companies have survived simply 
by responding best to the financial conditions which dominate the economy. As 
always, jobs and livelihoods are at stake. 


The pressure of price 


In discussing the success of supermarkets and the buying networks that 
support them, the influence of house mortgages and other debts eroding 
consumer purchasing power must be born in mind. Supermarkets obtain much of 
their advantage from their ability to offer food at marginally below the price of 
high street butchers, bakers, greengrocers etc. That is, supermarkets and the exten- 
sive farming networks that supply them enjoy the unfair advantage of low price, 
mass-produced goods in a debt economy. 

Here there is a complex irony. Supermarket networks and big farmers work 
together to produce food that is cheaper at source. But the result of the competi- 
tion to grow the cheapest food possible has resulted in food becoming consistently 
more expensive in the shops and supermarkets. More and more of the price of 
supermarket food is made up of mechanisation, chemical input, wastage, trans- 
port, processing and various competitive marketing strategies. Meanwhile, the 
price of food in high street shops rises, to make up for the loss in turnover due to 
the supermarkets’ success. All the while, the pressure is on the farmers to grow 
food as cheaply as possible since the returns for them are improved. All the while 
the pressure is on the buying, processing and retailing networks to buy this cheap 
food, to compete and undercut. And all the while the complicated colossus of 
mechanisation, chemical addition, transport, storage and advertising grows, the 
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turnover of local shops falls — and so the price of cheap food rises. As always, it 
is impossible for small farmers, distributors and retailers to break back in and 
compete with this immense inefficiency, since the one thing that cannot be guar- 
anteed in a debt economy is sufficient local sales to provide an adequate living. 

The working premise of the last 40 years in agriculture, and throughout the 
food industry, has been that the consumer wants cheap food. But this is not true 
the consumer really wants good food; the consumer can only afford cheap food. The 
trends in farming and food are due to the pervasive lack of purchasing power just 
as much as farming debt. Always, the changes in farming methods, distribution, 
processing and retailing are driven forward by a slight edge in selling price to the 
distributor, retailer and/or consumer. 


The alternative 


What is not being suggested is that thirty acres, a couple of pigs and a milking 
cow can, or should, form the basis of the nation’s food supply. What is being 
argued is that under diverse agriculture, the land is used more effectively, better 
preserved, and that crops and livestock complement each other. It doesn’t actu- 
ally matter if this is done on each single farm, or with neighbouring farms forming 
a mutually supporting network. 

What is also not being argued is that all farming should be organic, that chem- 
icals should be abandoned, and that all farms should be labour intensive and of a 
mixed type. What is being argued is that the trends that have dominated agriculture 
for the last fifty years have been taken to excessive lengths. What is being argued is 
that the principles of a more labour intensive, diverse and organic style of farming 
offer a direction in which the industry ought to move. And the reason it should 
move in this direction is that there is clear consumer demand for a better product, 
and the farming industry is quite capable of delivering that better product, but only 
if the financial conditions under which the food industry operates are changed. 

The alternative to the farming methods which dominate the industry today are 
quite obvious; indeed they are to some extent being practised already. Some farms 
have managed to steer clear of debt, usually because the farmers have had family 
funds that they have sunk into their business. Some farms have also maintained 
their mixed nature, and provide a perfect example of how modern technology and 
a natural balance in agriculture can complement each other. Other farms have 
managed, often after supreme effort, to come off the ‘chemical treadmill’, and 
supply the small market in organic produce that better-off consumers are able to 
support. A similar small number of food processing firms have shown that 
preparing and packaging can be done so that convenience and good quality food 
are not mutually exclusive. 

It is sometimes argued that the farming industry cannot move towards more 
organic methods because adequate food production depends on the use of agro- 
chemicals. But this argument is palpably false. As pointed out earlier, high yields 
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are not the result of chemical additions, they are the result of ‘development by 
selection’ of higher yielding varieties and strains of crops. Chemicals applied to 
the land can do no more than act on the inherent genetic makeup of the plant, and 
modern crops are almost as high yielding when natural fertilisers are applied. 

There has been much debate as to whether or not organic methods can fully 
match the output of chemically based methods. Research by the US Department 
of Agriculture in 1980 studied a large number of farms endeavouring to make the 
transition from chemical to organic farming.® Farmers reported crop yields were 
often markedly reduced during the first few years. After the third or fourth years, 
as the rotations became established and the fertility of the land was restored, 
yields began to increase and eventually equalled the yields they had obtained 
chemically. Other research has indicated that totally organic methods are less 
productive per acre, but only marginally so. The agronomists Anne Vine and 
David Bateman? found in their survey of seventy organic farmers, that cereal 
yields averaged about 90% of those for conventional chemical farming, both for 
wheat crops grown out of grass and spring barley. A drop in output of about 10% 
connected with organic methods appears to be the maximum loss, and many 
crops show almost comparable productivity. Even if a 10% reduction were 
accepted as an across the board rule, there are three points to make in connection 
with this apparently ‘less productive’ statistic. 

First, any 10% lower output is a measurement of gross weight. Such decrease 
in gross weight is, to some extent at least, offset by the greater nutritional value 
of organic crops. Natural fertilisers release nutrients gradually, provide a wider 
range of such nutrients, and contribute to a more balanced growth over the plant’s 
life. They therefore result in a crop with a markedly higher food value. 

Second, the argument over organic methods is always conducted in an 
‘either/or’ fashion. But there is no necessary reason why both natural and artifi- 
cial fertilisers should not be used to complement each other. The advantage of 
artificial fertilisers is their quick release of nutrients. Some farmers apply manure, 
and then boost this slower, more balanced nutrition of their crops with a ‘top up’ 
of artificial fertiliser. They thus obtain the best of both worlds. It is a shame that 
the current debate over organic farming has become so polarised that such efforts 
are almost ignored. 

The final point to make in respect of a notional drop of 10% in gross produc- 
tivity under organic farming is to say, so what? Throughout Europe there has been 
such a food surplus that farmers have been paid to take land out of production. 
The figures for 1996 show 10% of Europe’s farmland receiving payment under 
‘set-aside’. So even if this land were returned to use and yields dropped by 10% 
due to organic conversion, there would still be no shortage of food if organic 
methods were employed throughout Europe. 

Whether or not we can make a total switch to organic methods is not being 
argued here. The point is that even if organic farming is marginally less 
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productive per acre, the capacity clearly exists to support a much greater commit- 
ment of land to such methods than at present. It is a direction in which farming 
can move. But it can only move in this direction if the financial conditions which 
created the bias in favour of extensive agriculture and the mass distribution of 
food are altered. For example, a cancellation of the set-aside policy would do 
nothing on its own to help a move towards organic farming, although it would 
allow up to 10% of the farmland in Europe to come back into production. This 
would simply pitch indebted farmers back into cut-throat competition, with those 
under heavy financial pressure forced to try to out-compete any farmers who were 
trying to grow food more responsibly. 

What farmers mean when they claim that they cannot go organic, and what 
they often actually say, is that there is a pressure on each farm to produce the 
maximum per acre, and to do so as cheaply as possible. This is because the retail 
network, and through it the consumer, still ‘wants’ cheap food. Food processing 
and retailing networks have to start demanding these improved products, which 
means that the consumer has to buy them, which ultimately means that, unless 
the consumer is in a sufficiently improved financial position to meet the cost of 
better quality food, what is the point of advocating it? The driving force behind 
supermarket success and the agribusiness has been the pursuit of cheap food, 
simply because the consumer is forced to put price above quality. We come back 
time and again to the divisive financial factors — especially the lack of purchasing 
power — which have given rise to the cheap food policy in the first place. Without 
changing the financial conditions within the economy, talk of the hidden poten- 
tial of agriculture is so much hot air, as many farmers are never tired of pointing 
out. It is not what farmers can produce which is at issue, but what they can sell to 
the distributors and what the distributors can sell to the public — this is what deter- 
mines farm methods. 


The future of farming 


It is worth considering the extent to which the farming industry is poised to 
make such a move towards improving methods and food quality, should a change 
in financial conditions arise. Richard North and Charlie Pye-Smith have carried 
out a survey!° of the many options available and strategies already undertaken by 
those UK farmers trying to ‘green’ their agriculture. Against the backcloth of 
modern industrial methods, the authors describe profitable non-battery hen farms, 
various semi-organic farms and modern versions of mixed farms. They also stress 
the generally warm reception given by farmers to those offering practical solu- 
tions. In particular, North and Pye-Smith emphasise the middle ground; they 
point out that the choice facing the farmer is not ‘green’ for organic or ‘red’ for 
chemicals there are shades of green. Such an approach has much to offer, they 
argue. First, a general reduction in fertiliser, herbicide and pesticide use by the 
majority of farms contributes far more to halting pollution than a few farms going 
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wholly organic. Second, such an approach amounts to a viable transition policy 
for a farmer wishing to explore and move towards the organic option. 

Many of the farmers interviewed in the book hoped to use chemicals rather in 
the way a sensible doctor prescribes medicines, with respect for their ‘unnatural’ 
chemistry and inevitable side effects. Such chemicals are necessary from time to 
time, but ought not to be relied upon too heavily. The aim is to build up and main- 
tain the natural fertility of the soil, adding to this if necessary with application of 
chemicals, but aiming to minimise such inputs. A similar approach is advocated 
for pest control, using species-specific insecticides, thereby not destroying the 
broader ecology of the land, which itself offers control through natural predators. 
The option of choosing benign forms of chemicals is available to the farmer who 
cannot go fully organic, and such farmers can register for semi-organic status, 
known as ‘BFG2’. 

There is no need to pursue the details of the argument too far. With a massive 
15% spare capacity in farming, with all the unquantifiable bonuses that come 
from a more balanced and mixed approach to farming, and with the clear will- 
ingness on the part of so many farmers to improve their methods, there is nothing 
to stop the industry moving significantly in this direction; nothing except the 
financial conditions which brought it to its current position in the first place. 

If such changes came about, there would be a remarkable shift in the balance 
of profitability and ease of management in farming. Small and medium sized 
farms would have a clear advantage where good quality food is the goal. Of 
course, the large farms would still also have their advantage. There would be 
economies of scale and diseconomies of scale. Ultimately, this would introduce 
the concept of a balance and an optimum into farming; optimum size, a balance 
between mechanisation and labour, a balance between chemical use and natural 
fertilisers. Farming has been dominated for so long by the concept of ‘maximum’, 
but there could be no other area of economic life in which the concept of 
‘optimum’ has more relevance. The delicate balance of geography, resources, 
demand, and viability has to allow balanced considerations to emerge. But the 
concept of ‘optimum’ is something that can only become a reality if consumers 
can afford to buy what the land can afford to produce. 


The international food industry 


The inefficiency of the food and farming industry is not restricted to the 
national level. The policies of regionalisation, specialisation and the mass 
production of cheap foods have taken over the international market. Instead of 
nations attempting to support their peoples from their own agriculture, buying 
and exchanging surpluses, there is a growing tendency for food production to be 
oriented to the pursuit of export revenues. Food is increasingly being marketed 
round the world. Under the influence and control of the multinationals, the food 
business has now gone global. 
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Ed Mayo of the New Economics Foundation comments; 


Apples from New Zealand displace French apples in the markets of Paris, 
European dairy products destroy local production in milk-rich Mongolia, 
and Dutch butter costs less than Kenyan butter in the shops of Nairobi. 
Even a child might ask, ‘Why must food be transported thousands of miles 
when it can be produced right here?’ This is not efficiency, but economics 
gone mad.!! 


Again, these foods are by definition the cheapest that can be bought on the 
world market. They are frequently subsidised either directly by the government, 
or indirectly through supportive tax regimes, and form part of the nation’s export 
drive for foreign revenue. As a result, an entire region of a country can be given 
over to growing a single crop, the selling price of the produce undercutting 
domestic growers in other areas and other countries. Often the region is naturally 
suited to the production of this food, but after extensive growing methods have 
been employed, and bulk transport involved, the products are generally inferior. 
They succeed because they have a price advantage that subsidises the cost of 
transport. 

Richard Douthwaite points out that these trends in agriculture have created a 
worrying instability in the world’s food production.!? Until quite recently, local 
and national economies produced much of their own food and had a back-up 
available; it was always possible for communities to turn to the outside world 
whenever their crops failed, or if some other disaster occurred. Now, reliance on 
goods produced from outside a region or nation has all but eliminated local 
production for local use. It has also replaced local diversity with uniformity. Thus, 
regions depend almost totally on food from outside their area. The back-up has 
become not just the main system, but in effect, the only one. Worse, this interna- 
tional system now has very little back-up within itself because the giant 
corporations that control so much of world trade have deliberately eliminated 
spare capacity in the pursuit of profitability. What now exists is an inherently 
unstable and dangerously interdependent system of production and distribution. 


Summary 


It is a measure of the extent to which the modern economy malfunctions that 
the basis of life — the provision of food — should actually be proving such a 
threat to life. Around the world, pollution from agrochemicals and food transport, 
and the destruction of stable agricultural systems in the name of ‘cost-effective- 
ness’ or ‘the drive for exports’ are endangering human health and climatic 
stability. 

If we blame farmers for this, we make a grave misjudgement. Farmers have 
worked to supply food to the market to the best of their ability. Indeed, there is 
no sector of the economy that has been more impotent to act counter to the 
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dictates of the market than farmers. Everybody knows the free market should 
work; and everyone knows that at present it doesn’t — and no one knows better 
than the farmer that it particularly doesn’t work when you are in debt, when there 
is a virtual monopoly operated by giant corporate buyers in most foodstuffs, and 
when 80% of the price of food is added on after it leaves the farm gate. 

This is perhaps the most serious charge that can be levelled at the debt-based 
financial system. The claim being made is that the financial system has so domi- 
nated agriculture and the food industry that, between them, they are failing to 
supply the product people want; in fact they are forced to supply people with what 
they expressly do not want and seriously abuse the environment in so doing. 
Widespread farming and small business debts raise prices and burden decen- 
tralised producers and suppliers, and have driven the most efficient farmers and 
distribution networks out of business. The general low level of incomes depresses 
consumer purchasing power and favours the activities of supermarket chains and 
centralised buying networks, which supply the general demand for food in bulk 
at the lowest possible cost. These financial factors have penetrated the food and 
farming industries; they have divided consumers and producers; they have 
prevented the consumer communicating to the food and farm industries what 
they really want, and what those industries are quite capable of providing. 

The British government, and the EU are currently trying to find ways to 
support a move towards a more organic and sustainable type of farming. The 
above analysis of farming suggests that the debt-based financial system has had 
a profound and damaging impact throughout the food industry, and that if our 
political leaders really want to promote a change, they should look to the causes 
of that trend. 
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The killing fields of debt 


[' is in the developing world that the debt-based financial system has had its 
most appalling effects. The greater part of the debt suffered by the poorer 
nations of the world is of a fundamentally different nature from that so far 
discussed. It is international debt. Such debt is not the result of domestic private 
borrowing, nor does it consist of the stocks and bonds of a national debt. 
International debt is money owed by one nation to other countries or to institu- 
tions beyond its borders. 

The first point that has to be made is that such debt is not new. Third World 
debt became a cause célébre during the 1980s, as many Third World countries faced 
total economic collapse under the burden of interest repayments on their debts. 
Some observers look back no further than the OPEC price rises of 1972/3, and 
have tried to attribute the blame to this factor. But by 1970, well before the OPEC 
price rise, Brazil, for example, was already paying 70% of its export revenues in 
debt service repayments and such debt was widespread in Latin America.! Going 
further back, in 1956, Argentina was unable to make repayments on her 
outstanding debt of $500 million, which therefore had to be rescheduled, as was 
Turkey’s debt of $440 in 1959. In 1961 Brazil’s debt of $300m was rescheduled; 
in 1962 Argentina’s debt was rescheduled for a second time in six years, as was 
Brazil’s debt in 1964, after only three years. Then in 1965 the debts of Argentina, 
Turkey and Chile all had to be rescheduled. Every year since 1965 has seen more 
and more nations applying for various forms of debt relief. The OPEC price rise 
did not cause the Third World debt problem; it simply gave added impetus to a 
problem that was already endemic. 

In fact, the history of excessive international indebtedness extends even further 
back. With the worldwide depression of the 1930s, several poorer Latin American 
nations defaulted on the repayments of international loans and had to have the 
debts either forgiven, or rescheduled, by the countries to whom they were owed. 
At the end of the second world war, the World Bank and the International 
Monetary Fund (IMF) were set up, in part to provide a more impartial body for 
the administration of international lending. Both these institutions have been 
heavily criticised for their role in creating the permanent indebtedness of the 
Third World and, as this chapter shows, such criticism has been wholly justified. 
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The World Bank and the IMF were both established as a result of the Bretton 
Woods conference in the USA, in 1944. The World Bank was intended to aid 
postwar reconstruction, especially in the poorer countries, by providing them with 
loans. The purpose of the IMF was to provide an international reserve of money 
— a financial pool upon which all member countries could call, whether rich or 
poor, should they hit temporary balance of payments difficulties. In the 50 or 
more years since their foundation, these two institutions have largely replaced 
direct country-to-country lending, and have advanced loans amounting to billions 
of dollars to developing nations. 

The basic principle of the loans administered by the IMF and World Bank is 
very simple. The borrowing nation would request a loan for a development project 
or range of projects which would help develop its economy, and particularly its 
ability to produce goods for export. From the increased export revenues gained, the 
nation would be able to repay the loan, ultimately ending up in an improved posi- 
tion with a more highly developed economy. The trouble is, things haven’t worked 
out quite that way. For example, Brazil increased its GDP fourfold between 1960 
and 1980, but found that her debt was far greater at the end of this period than at 
the beginning. This was not a situation peculiar to one country. Between 1946 and 
1985, Latin American countries overall had an annual average GDP increase of 
4.6%, but despite a rate of growth that constantly outpaced that of the richer 
nations, and 40 years during which an ever increasing amount of their economic 
effort was devoted to earning export revenues and repaying the IMF and World 
Bank, these nations became ever more deeply indebted. 

The nations were certainly exporting. Brazil is a net exporter, but the increase 
in her debt meant that whereas in 1960, 30% of her export revenues went on debt 
repayments, by 1980 this had risen to 78%. And Brazil has been one of the success 
stories. Many developing nations have found that their entire export revenues 
have been insufficient to repay the interest on their debts. By 1990, Brazil had 
reached this position. The country exported $31.4 billion worth of goods and 
imported $22.5 billions, but her debt repayments were so massive that they took 
all her gain from exports, and still left her showing a huge loss. In 1970, the total 
debts carried by developing nations stood at $68 billion, equivalent to 13% of 
those countries’ total GDP. By 1989, this debt had reached $1,262 billion, equiv- 
alent to 31% of total GDP. By 1997, the total stood at $2,100 billion. 

It is not just the growth of these debts which is so significant, but the fact that 
this growth has been in spite of extensive development, and massive repayment. 
As the economist Mike Faber commented; 


The Third World debtor is verily the Sisyphus of the modern world, but 
with two differences from the hero of antiquity. Each time his block of 
marble rolls back to the bottom of the hill, Sisyphus finds that it has become 
heavier. And each time he lifts his eye to the mountain, behold, it has 
become higher!” 
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It would be possible to fill the entire chapter with figures, charts and tables on 
the growth of debt which are so astounding that they leave you wondering how 
on earth this situation has been allowed to continue. But it is not just the finan- 
cial details — the numbers — which are relevant. It is the harm that this gathering 
indebtedness has done that matters most. It is now hard to believe, but many of 
these financially crippled nations, such as Nigeria, Kenya, Brazil and Argentina, 
were once regarded as wealthy and destined for a prosperous future. The policy 
of lending large sums for development has not just failed financially, but failed at 
enormous cost to the domestic economy of these debtor countries. Many of the 
projects funded by the IMF and World Bank have come in for the severest criti- 
cism. Often they have been unsuited to the location, have had a serious 
environmental impact, have displaced indigenous populations and created 
economic refugees who have poured to cities and shanty towns. But even when 
they have not been an unmitigated disaster, these projects have generally failed to 
produce the economic returns that was part of their original justification, and 
which was necessary to settle the debts involved. Because the debt persisted, more 
development for export, involving more borrowing, was required. 

As more and more resources and effort have been directed towards producing 
crops and other goods for export, food production and industry for domestic 
consumption by the people of the indebted nations has suffered. Susan George 
has described how export crops take priority and monopolise the best land, whilst 
the evicted smallholders then move into teeming cities or try to convert rain-forest, 
or move to easily-eroded hillsides, stripping them as they try to eke out a living.’ 
David Korten comments; ‘In Brazil, the conversion of agriculture from small- 
holders producing food for domestic consumption, to capital intensive production 
for export, displaced 28.4 million people between 1960 and 1980.’> Today, an esti- 
mated 50% of the population of Brazil suffers from malnutrition. David Morris 
of the Institute for Self-Reliance in America found that Brazilian per capita 
production of basic foodstuffs, such as rice, black beans, manioc and potatoes, fell 
by 13% between 1977 and 1984. Over the same period, per capita output of 
exportable products, such as soya beans, oranges, cotton, peanuts and tobacco, 
jumped by 15%.4 

The statistics and pattern of events for a single country, Brazil, have been 
emphasised since this allows an appreciation of the depth of the financial trap in 
which a debtor nation can find itself. But it should not be assumed that Brazil is 
unique, indeed, Brazil’s plight has been far less severe than many other debtor 
nations around the world. Susan George worked for many years at the World 
Bank as a financial economist, and has written a total of six books on Third 
World debt. In these, she uncompromisingly places the blame for the financial 
and economic catastrophe that has spread throughout the developing nations, 
with the IMF and the World Bank.® She also points out that the World Bank has 
constantly tried to lay the blame with the borrowing countries. As far as the World 
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Bank is concerned, the failure is not seen to be in any way related to the Bank’s 
loan policies, but a failure to use the loans correctly and to make the economic 
adjustments and political decisions deemed necessary. 

In common with all who have attacked the IMF and World Bank, Susan 
George is especially critical of the increasingly onerous conditions attached to 
these loans. This ‘conditionality’ has resulted in these institutions virtually taking 
over the economies of some debtor nations, determining the economic and social 
priorities and insisting on a host of domestic policies. But still the failures abound 
and the blame is placed with the debtor country. It is important to review the 
stages of this growing ‘conditionality’ because, as becomes clear later, Third 
World debt is not just a financial matter, but a political one. 

There were always conditions attached to IMF and World Bank loans, but in 
the early days these were no more than a requirement that debtor countries should 
not try to repay less than they borrowed by using competitive re-valuations of 
their currency. But in the 1950s, IMF aid began to be conditional upon free trade 
policies, and the removal of protected domestic markets. This has remained ever 
since as one of the principal requirements of World Bank and IMF aid and is the 
condition which has come in for the most criticism, both from neutral observers 
and directly from the governments of debtor nations. As countless economists 
have pointed out, the theory of free trade is founded on certain premises, one of 
which is that competing nations have an equivalent degree of development. To 
expect undeveloped and financially vulnerable nations to earn sufficient export 
revenues to repay massive debts, when exposed to global free trade in a world in 
which all nations, including the richest and most powerful, are constantly 
seeking to increase exports, is just ludicrous. Wherever it has been imposed, the 
dropping of trade barriers that had protected domestic agriculture and industry 
has resulted in more powerful nations taking over many domestic markets, 
leading to a rise in the debtor nation’s imports. 

Another condition accompanying loans that began in the 1950s was that 
known as ‘tied aid’, whereby the funds being loaned were ‘tied’ to purchases back 
in the creditor countries of the IMF or World Bank. Apart from the fact that 
debtor countries could not then shop around for the cheapest goods and services, 
it also meant that countries receiving loans were unable to spend that money in 
another debtor country. As a consequence, debtor countries were prevented from 
co-operating, to develop their way out of debt together. This gave rise to the accu- 
sation that the wealthy nations contributing to the IMF were subsidising their own 
exports via these loans, which as the later analysis shows, was precisely the effect 
which tied aid had. 

By the late 1960s, many foreign debts had become so large and so persistent, 
and the financial difficulties experienced by debtor nations so severe, that the 
same countries were coming back again and again for loans. In effect, the new 
loans were funding the interest repayments on the old loans. Again it was argued 
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that the money was being miss-spent. Since even the closest ties and controls over 
the spending of aid could not stop a nation from relying on the existence of that 
aid, and channelling its own funds where it wanted, tied aid was deemed to be an 
inadequate form of control. The new policy was called ‘programme aid’, which 
required borrowing nations to conform to a package of economic and social 
expenditure measures aimed at ensuring that aid was directed at development. 

As projects failed and debts increased, programme aid was followed by ‘struc- 
tural adjustment’, which involved overseeing the development of an entire 
economy. This was even more blatant and total interference in the domestic poli- 
tics and economics of developing countries, requiring them to conform fully with 
the models and goals of western free market growth. Bade Onimode has 
described how, under structural adjustment, the World Bank and the IMF worked 
as a team, planning and regulating different areas of the economy and imposing 
‘cross-conditionality’ on the country.® 

As these policies failed to bring a turnaround in the debt trends, a further policy 
was adopted alongside them; the notorious ‘austerity programmes’. These 
programmes were based upon pure monetarist theory as practised in developed 
Western economies of Europe or America. Social services were cut; welfare, educa- 
tion, housing, domestic food programmes — anything that cost money, or which 
diverted money that could go to fund debt repayments and export growth, was cut. 
All the domestic orthodoxies of Western economics were applied, many of which 
have proved harsh enough in wealthy countries. Coupled with exposure to the full 
power of the world market, they led to consequent mass suffering of the poor 
majority within the debtor country. Susan George and Fabrizio Sabelli comment on 
the disastrous combination of structural adjustment and austerity programmes; 


Between 1980 and 1989 some thirty-three African countries received 241 
structural adjustment loans. During that same period, average GDP per 
capita in those countries fell 1.1% per year, whilst per capita food produc- 
tion also experienced steady decline. The real value of the minimum wage 
dropped by over 25%, government expenditure on education fell from $11 
billion to $7 billion and primary school enrolments dropped from 80% in 
1980 to 69% in 1990. The number of poor people in these countries rose 
from 184 million in 1985 to 216 million in 1990, an increase of 17%.’ 


Despite the failure of many Bank-funded projects, and despite the fact that they 
have taken progressive control of debtor nations’ economies, neither the IMF nor 
the World Bank have ever accepted any responsibility for the failure of individual 
projects, or of the development model they have pursued, nor for the suffering that 
has resulted from the increasingly onerous conditions attached to their loans. Yet 
according to the World Bank’s own rather doubtful criteria and assessment proce- 
dure, the success rate of World Bank-funded projects has been less than 50%. In 
addition, after a review in 1989, World Bank staff were unable to point to a single 
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project in which the displaced people had been relocated and rehabilitated to a 
standard of living comparable to that which they enjoyed before displacement.* 

In 1987, the conference of the Institute for African Alternatives called for the 
winding up of the World Bank and the IMF and a complete end to the dominance 
of the Bretton Woods international monetary system. The conference noted that 
the case studies showed that 


in virtually all cases, the impact of these [IMF and World Bank] projects has 
been basically negative. They have resulted in massive unemployment, 
falling real incomes, pernicious inflation, increased imports with persistent 
trade deficits, net outflow of capital, mounting external debts, denial of 
basic needs, severe hardship and deindustrialisation. Even the so-called 
success stories in Ghana and the Ivory Coast have turned out to offer no 
more than temporary relief which had collapsed by the mid 1980s. The 
similarity of these effects in different countries is underscored by their disre- 
gard of national peculiarities... The sectors that have been worst hit are 
agriculture, manufacturing and the social services, while the burden of 
adjustment has fallen regressively on the poor and weak social groups.® 


Throughout, the blame for failing to manage debt repayments has been placed 
with the developing nations. The articles of faith of the World Bank and the IMF 
are grounded in export-led growth and free trade, and so convinced are the offi- 
cials of their merits that, if there is a failure, it must be because the free market 
policy has not been applied properly. The development model itself is never seen 
to be at fault. This highhanded attitude is enshrined in the infamous statement by 
Larry Summers of the World Bank; ‘The rules that apply in Latin America or 
Eastern Europe apply in India as well... [Third World governments] need to 
understand that there is no longer such a thing as separate and distinct Indian 
economics — there is just economics’.” 


International debt slavery 


Ultimately, it has not been a question of whether a project is successful or not. 
Even if a project makes a genuine contribution to the development of the 
borrowing country, because the debt persists, the country is forced to undertake 
more development for export, requiring more loans, and is progressively impov- 
erished as repayments become excessive and its domestic infrastructure suffers. 
The interest alone on these debts has proved so burdensome that new loans are 
frequently required not so much for further development, but simply to meet 
current interest payments, guaranteeing an increase in total of debt and even 
higher repayments in the future. 

For this reason, many critics have pointed out the parallels between Third 
World debt and peonage, or wage slavery. Cheryl Payer draws the uncompro- 
mising comparison; 
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The system can be compared point by point with peonage on an individual 
scale. In the peonage, or debt slavery system ... the aim of the employer/ 
creditor/merchant is neither to collect the debt once and for all, nor to 
starve the employee to death, but rather to keep the labourer permanently 
indentured through his debt to the employer... Precisely the same system 
operates on the international level. Nominally independent countries find 
that their debts, and their constant inability to finance current needs out of 
exports, keep them tied by a tight leash to their creditors. The IMF orders 
them, in effect, to continue labouring on the plantation, while it refuses to 
finance their efforts to set up in business themselves. It is debt slavery on an 
international scale. If they remain within the system, the debtor countries 
are doomed to perpetual underdevelopment or rather, to development of 
their exports at the service of multinational enterprises, at the expense of 
development for the needs of their own citizens.’ 


There has been a massive outpouring of literature on the subject of Third 
World debt. The books are characterised by one feature. Whereas the arguments 
and policies of the IMF and World Bank have been based upon an apparently 
reasonable theory, the studies give case after case, and country after country, in 
which the theory has not worked in practice. Either loans have lead to develop- 
ment, but repayment has proved impossible; or the projects funded have failed 
completely leaving the country with a massive debt and no hope of repayment; 
or repeated additional loans have become necessary simply to provide funds for 
the repayment of past loans. The debtor countries, as a group, began the 1990s 
fully 61% deeper in debt than they were in 1980. 

Almost without exception, the development model offered by the IMF and the 
World Bank has lead, not to prosperity, but directly to a poverty far worse than 
the original state from which the countries started. The contrast is between a 
theory of borrowing and repayment that is supposed to work, and massive docu- 
mentary evidence that it doesn’t. Anyone reading the literature cannot but be 
horrified at the consequences of such blind and callous adherence to the dictates 
of money, pursued by the international lending agencies. But the question still 
remains why has this debt proved un-repayable? Why is it that the model of devel- 
opment — the loan/export/repayment theory offered by the World Bank and the 
IMF — has proved so thoroughly defective? 

There are three levels of analysis that explain the intractability of Third World 
debt. Each is a part of the overall explanation, and each goes deeper into the 
matter. The first involves terms of trade — the returns which the debtor countries 
were able to achieve for their exports. The second involves the worldwide drive 
to exports, and resistance to imports, which is a result of national economies 
being founded upon debt. The third level of analysis is a consideration of the 
nature of the actual money loaned to developing countries. 
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Terms of trade 


When it comes to terms of trade, the IMF and World Bank have been widely 
accused of making a fundamental economic error; and a ‘schoolboy’ error at that. 
One of the main causes of the inability to repay loans has been an unanticipated 
and marked decline in the prices that the debtor countries received for their 
exports. Critics have pointed out that such a fall in the prices of export products 
was bound to occur, and should have been foreseen. So many developing coun- 
tries were reorientating their economies to exports that this was bound to result 
in a glut on world markets. As a result, World Bank policies presided over, and 
directly led to, a decline in domestic agriculture, a surplus of export produce, 
falling prices, low export revenues and failing repayments. Susan George and 
Fabrizio Sabelli remark on the World Bank’s failure to carry out a predictive 
assessment of the impact of the Bank’s own structural adjustment policies on 
market prices for commodities; ‘Since dozens of countries are now subject to such 
packages, and since many of them export the same commodities, it does not take 
a PhD in economics to foresee gluts and declining prices for everyone.’ 

However, the fall in commodity prices cannot fully explain the inability to 
repay loans, since this was matched by a concerted effort by developing countries 
to diversify their exports, and increase the total commitment to exports. A far 
more penetrating factor in the failure to manage repayments has been the general 
resistance by other countries to accepting imports from the Third World. 


The drive to export 


All countries are, due to the permanent insolvency created by debt financing, 
committed to maximising exports and reducing imports. The goal of interna- 
tional trade, the goal shared by all nations, is to achieve a surplus of exports over 
imports. George and Sabelli point out how impossible this makes things for the 
debtor nations; 


... somehow, somewhere, someone has to shoulder a trade deficit so that 
debtors can build up trade surpluses with which to make their payments to 
all and sundry... Surpluses for some imply deficits for others... Creditor 
[nations] cannot have it both ways they cannot both sell more to the debtors 
and receive higher interest payments from them. If they want the interest, 
then they must accept the debtors goods.’ 


A situation has been created in which it is logically impossible for indebted 
countries to repay their debts, other than by the developing countries accepting a 
trade deficit. But as Chapter 6 explains, a trade deficit is something that the finan- 
cial system ensures no country is willing to accept. However wealthy a country 
may appear to be, all nations are in debt and trade from a position of insolvency. 
As a result, the wealthy nations, far from being prepared to accept debtor nations’ 
goods, have been looking to the Third World as a continued outlet for their own 
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goods. How can debtor nations be expected to repay their debts by exporting more 
goods than they import, when the creditor nations are both resisting imports and 
vigorously trying to maximise their own exports? 

At the heart of the Third World debt problem lies the debt-based financial 
system adopted by individual nations. This is the origin of the pressure on 
wealthy nations to pursue aggressive exporting. The very willingness to lend 
money to developing nations was based, often avowedly, on the knowledge that 
such loans would benefit the wealthy countries who wanted to find markets for 
their own exports, and so improve their earnings. The policy of tied aid ensured 
that creditor countries obtained a market for their exports, equivalent to the value 
of the loan they advanced. But having once made those loans and enjoyed the 
resulting exports, the developed nations then refused to accept a trade deficit in 
subsequent years because, like all nations worldwide, the wealthy nations are 
perpetually trading from a position of insolvency. 

Third World debtor nations have to fight for revenue from other nations, all of 
which are in debt of one form or another. They are obliged to compete with other 
equally weak nations trying to export similar goods, which forces commodity 
prices down. They are also competing against major world powers who are them- 
selves bent upon maximising exports and minimising imports. Meanwhile, the 
money originally advanced to them as loans has been absorbed back into the 
developed economies of the world. Is it any wonder the developing nations have 
been unable to repay their debts? 

But even this does not quite give the full picture of the dreadful position into 
which the developed nations have been thrown, as becomes clear when the nature 
of these loans is considered. 


Third World debt and money creation 


It should be remembered that the position of even the wealthiest nations is one 
of acute financial pressure, with massive private and national debt, and budgetary 
difficulty dominating the economy. It might be wondered how it is that the 
wealthy nations can, from a position of such monetary shortage, lend money to 
the developing nations in the first place. The answer to this is that they do not. The 
money advanced to Third World nations is not money loaned from the wealthy 
nations; it is not money being loaned at all; it is money being created, just as with 
most forms of debt in the modern economy. This is the true cause of Third World 
debt. Their debt is part of the global money supply. 

The World Bank does not operate in the same way as a conventional bank. In 
fact, the World Bank operates rather along the lines of a country’s national debt. 
The World Bank raises money by drawing up bonds, and selling these to 
commercial banks on the money markets of the world. The money thus raised is 
then loaned to nations who require money for development. 

The IMF presents itself as a financial pool; an international reserve of money 
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built up with contributions (known as quotas) from subscribing nations — i.e. 
most nations of the world. 25% of each nation’s quota is paid in the form of gold, 
the remainder in the nation’s own currency. However, the total funds of the IMF 
were massively increased and its entire function and status radically changed 
when, in 1979, the IMF instituted what were known as Special Drawing Rights 
(SDR). These SDRs were avowedly created as, and intended to serve as, an addi- 
tional international currency. However, although these SDRs are ‘credited’ to 
each nation’s account with the IMF, if a nation borrows these SDRs it must repay 
these SDRs, or their equivalent (initially 1 SDR equalled 1 US dollar), or pay 
interest on the SDR loan. 

Now, it is abundantly clear from this that the IMF and the World Bank are not 
Just lending money; they are involved in creating it. This is most obvious with the 
case of the IMF and its SDRs. Although these are described as amounts ‘credited’ 
to a nation, no money or credit of any kind is put into nations’ accounts. SDRs 
are actually a credit-facility, just like a bank overdraft — if they are borrowed, they 
must be repaid. Thus the IMF has itself created, and now lends, vast sums of a 
new currency, defined in dollar-terms and fully convertible with all national 
currencies. Thus, the fund is creating and issuing money as a debt, under an iden- 
tical system to that of a conventional bank — its ‘reserve’ being the original pool 
of quota funds. Full IMF conditionality accompanies these SDRs. 

Money creation is also involved in the loans advanced by the World Bank 
through the selling of bonds. The World Bank does not itself create this money, 
but draws up bonds and sells these to commercial banks which, in purchasing 
these bonds, create money for the purpose. As was discussed in Chapter 7, when 
a bank makes any form of purchase of stocks or bonds, it does so against the 
deposits it holds at that time, but does not reduce those deposits; hence additional 
money is directly created. 

To appreciate the full iniquity of the activities of the IMF and World Bank, 
the detail of money creation, and the path of this supply of international debt 
money, has to be traced. The World Bank draws up bonds to raise the money for 
its loans. These are bought by the commercial banking sector, and purchased 
against the deposits held by those banks at that time. An amount of number- 
money, usually denominated in dollars, is then paid to the World Bank by the 
commercial bank. None of the individuals or institutions with deposits in the 
bank buying the bonds has their deposit reduced, or affected in any way. Thus 
the loan is a creation of additional number-money. This new bank credit is then 
advanced by the World Bank to a borrowing nation, and the debt recorded 
against that borrowing nation. When paid into bank accounts in the borrowing 
nation, it becomes clear that the total of global bank deposits has increased. Total 
global debt has also increased. 

When nations borrows using SDRs, the IMF creates and issues a sum of addi- 
tional money in the form of an international currency, fully convertible into other 
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currencies. Thus again, the total of global monetary deposits has risen, along with 
an equivalent debt. 

These loans are always associated with a need for revenue to purchase foreign 
goods as part of an investment, so the money received by the borrowing nation will 
then be spent abroad, generally in more wealthy nations. It may well be that the 
money will be used to make purchases back in the country whose banking sector 
bought the World Bank bonds, returning as export revenues to the wealthy nation 
whose banking sector created it. This loan money will register as an increase in 
the total deposits of that nation, alongside the original deposits which the bank 
used as collateral for its loan, confirming beyond dispute that money has been 
created. 

However, as was discussed in Chapter 6, any revenue gained through exports 
is not held as a surplus; it is not kept available for purchasing imports back from 
other nations, maintaining a balance of trade. Such is the level of domestic and 
national debt in even the wealthiest countries, that any money obtained by trading 
is absorbed into a nation’s economy. This applies to money advanced as ‘loans’ 
to developing nations, and spent on goods and services in the wealthy nations just 
as with any other export revenues. Indeed, since these loans are advanced in 
dollars or deutschmarks or pounds, they are absorbed without leaving any of the 
debtor nations’ currencies on the foreign exchanges. The money advanced as a 
loan thus instantly becomes part of the money stock of the wealthy nations. 
Meanwhile, the debt remains registered to the Third World country. In summary, 
by loans being advanced to a Third World country, the wealthy nation has found 
a market for its goods, its economy is boosted, and its money stock increased, 
whilst the burden of debt has been assumed by another country. 

The full truth, the full iniquity and horror of Third World debt is that the under- 
developed and indebted countries of the world are acting as part of the money supply to 
developed nations. The current total of $2,100 billion in outstanding Third World 
debt is money created as a debt; the debt is registered to impoverished nations but 
the bulk of this money is bound up in the economies of the wealthy nations. Of 
course, in terms of the total money stock of the richer nations, this additional 
money is little more than a slight boost to their domestic economy, and a marginal 
increase in the money stock. But in terms of impact on Third World economies, 
the debt associated with this creation of money is catastrophic. 

The myth about the OPEC price rise is finally exposed, and provides a perfect 
illustration of the analysis. Far from the 1973 OPEC price rise leading to the ‘recy- 
cling of surplus petrodollars’, as is commonly portrayed, the supposed ‘recycling’ 
was a creation by banks of additional money as a debt, equivalent to those bank deposits 
of petrodollars. What is more, through the increased price of oil, much of this addi- 
tional money, advanced to the Third World, was spent back in the Arab countries, 
and their monetary deposits thereby increased, proving beyond doubt that 
money was being created, not lent. The petrodollar ‘recycling’ period was a period 
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of mass money creation by international banks, involving a massive increase in 
the global money supply, and massive debt for the Third World. 

That the developed nations should rely upon banks to create the money for 
Third World loans, and end up using the Third World as debt-proxy to their own 
money supply (so they can’t accept a trade deficit to allow debtor nations to regain 
such revenue and redeem their debt) is entirely because the financial system 
adopted by the nations of the world is debt-based. If the nations of the world were 
not in debt, but had monetary balances that reflected their state of wealth, the 
more prosperous nations would have healthy monetary reserves. Such nations 
would have no difficulty in advancing true loans, and then accepting a trade deficit 
which would allow any loaned money spent into their economy, to be re-earned 
by debtor nations and then returned to them as repayments. There is nothing 
wrong with the principle of international lending, but this can only be done from 
a positive monetary basis, rather than a fundamentally negative position, if it is not 
to lead directly to the permanent competitive debt scenario we see today. 

As has so often been pointed out, the developed nations have repaid any ‘debt’ 
they might owe many times over. They have paid it in financial terms, but the 
levying of interest has meant that the debt has escalated. They have certainly paid 
it in real terms, through the massive export of goods and services to wealthy 
nations. But what we have here is not a real debt — it is a numerical phenomenon; 
a paper debt; an illegitimate debt with absolutely no meaning or validity. The 
structure of the loans is essentially like that of a national debt and follows an iden- 
tical pattern. There is the same selling of bonds, and insane selling of more bonds 
to pay off the interest and capital due on earlier bonds, as the World Bank and the 
IMF ‘re-schedule’ — i.e. re-mortgage — the Third World. But there is a singular 
difference between such debt and a national debt operated by wealthy nations. A 
national debt is run up at will, and under the control of the national government. 
Internationa! debt, and the rate of its increase, places an entire nation under the 
financial control of agencies outside its borders. This entire process has made a 
financial playground and economic disaster area out of the developing nations. 


Who benefits from Third World debt? 


Having given the impression that the wealthy nations benefit from this 
arrangement, it is now necessary to refine the analysis somewhat. The final myth 
surrounding Third World debt is that the richer nations have been exploiting the 
developing nations, and living at their expense. Although the wealthy nations 
might appear to benefit, this is not the case. In financial terms, money creation 
via Third World debt makes only a slight contribution to the money stock and 
credit base of wealthy nations, considering their vast indebtedness and far larger 
monetary demands. If we look in more detail at the effects of such debt, it 
becomes clear that the richer nations have not really benefited at all; quite the 
reverse in fact. It is far more accurate to claim that the type of development that 
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indebted nations have been forced to undertake has been at considerable cost to 
the people of the richer nations as well as the poorer nations. This is the central 
message in Susan George’s book The Debt Boomerang,? in which she outlines the 
costs to the richer nations of the distorted path to progress which the indebted 
Third World has been obliged to follow. 

Debt has turned Third World countries into fierce industrial competitors. So 
desperate are they for export revenues to meet their debt repayments, that debtor 
countries seek to invade the domestic markets of the richer nations wherever 
possible. But at the same time, these debtor countries are forced to divert effort 
and resources away from agriculture and industry for their own domestic 
consumption. As a result of their poor domestic agricultural development and the 
increasing commitment of land to grow export crops, the Third World has 
become reliant upon the developed countries of the world as a source of basic 
foods, particularly during periods of acute distress and famine. Meanwhile, the 
production by developing nations of cheap food commodities that the more 
wealthy nations are quite capable of growing themselves has often lead to the 
collapse of domestic food industries in the richer nations. All the evidence is that 
this is not an arrangement bringing gain to the wealthy nations, but one involving 
mutual loss through gross wastage, inefficiency, poor quality produce and inap- 
propriate land use. 

Mass production of consumer goods by multinationals siting operations in the 
Third World has also been a direct cause of heavy unemployment in the richer 
nations. At the same time as industrial development for domestic consumption 
in Third World countries is neglected, these nations are forced to compete to 
supply consumer goods and services to us, and undermine our domestic industry. 
In response, the wealthy nations are forced into a standards-lowering competition 
with cheap foreign produce, coupled with a frantic hunt for new employment and 
trying to boost our exports, pursuing all the wasteful competitive strategies of 
producing marginal need goods, constant redesigning, and extensive marketing. 
Again, the loss has clearly been mutual. We, just like the developing nations are 
hooked up to the wasteful battle to produce at a distance what could just as easily 
be produced more locally, and to do so as cheaply as possible. Transport and other 
forms of waste all escalate, and the result is a hugely inefficient, financially driven 
tangle of production and distribution in which domestic production everywhere 
is constantly threatened by the drive for mass-produced exports. 

Another ‘boomerang’ involves the global environment which we all share, 
which is becoming increasingly polluted and harmed by humanity’s total indus- 
trial effort, a considerable element of which is the transport involved in the 
excessive and unnecessary interchange of goods and services between the devel- 
oped and developing nations. Also, many polluting industries are being relocated 
into poor, but environmentally important Third World nations whose pollution 
standards are low. The level of pollution presents a massive cumulative threat to 
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human health worldwide. In addition, the peoples of many Third World nations 
are often obliged to pursue illegal and damaging ways of making a living, partic- 
ularly the manufacture and supply of drugs. The drug culture is a massive price 
that the West is paying for the impoverishment which prevails in the debt-ridden 
developing nations. The destruction of traditional culture, dissatisfaction with 
employment prospects, and political tension created within the nations struggling 
with their indebtedness has created a widespread desire to emigrate. The flight 
from war, civil conflict and poverty has placed considerable burdens upon the 
richer countries. That the development-under-debt of the Third World does not 
benefit people in the richer nations has been given financial substance by the fact 
that citizens of developed nations have even been taxed to support Third World 
debt. When debtor countries have defaulted on their loans, banks have actually 
persuaded governments to foot part of the bill, and the profitability of banks has 
been maintained at the taxpayer’s expense. 


Power — the prize of debt 


So who does benefit from Third World debt? It is tempting to answer, ‘No- 
one!’ — but this is not quite the case. The suggestion that Third World debt 
amounts to a form of modern financial imperialism has often been made. This 
imperialism is usually identified with America, and on the surface there are good 
reasons for this suspicion. America, the single largest contributor to the IMF, has 
the largest voting power of any nation. The World Bank is similarly biased 
towards control by the most powerful economies, with America again the domi- 
nant voice. In addition, there is considerable representation and influence by 
corporate business interests, many of which are American, in both the IMF and 
World Bank. 

However, it is not the American people, but financial and commercial interests 
loosely based in America, and identified with America, that are the real benefi- 
ciaries of Third World debt. The American economy and its people are suffering 
from all the boomerangs identified above. Just as in the United Kingdom, a 
declining percentage of jobs in America now pay a living wage. In 1979, the full 
time wages of 12% of American workers were found to be below poverty level, 
and by 1992, the US census bureau found that this figure had risen to 18%. 

The beneficiaries of Third World debt are not the people in richer nations, nor 
the nations themselves. The beneficiaries, if there are any, are those who control 
and administer the global financial system. This is only to be expected, since these 
are the agencies carrying out the creation and supply of money through Third 
World debt. These are the IMF, the World Bank and the commercial banks 
buying the debt bonds they issue. It is they who are the bond issuers and the bond 
holders and the debt collectors. 

As Chapter 2 made clear in the context of private debt through house mort- 
gages, the level of debt expresses the degree of effective ‘ownership’ and control 
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by the financial system. The same is true of international debt. To the extent that 
these nations are in debt, they are owned and controlled by a financial system 
beyond their borders. This ownership and control takes form and substance in the 
increasing power and conditionality exercised by the IMF and World Bank over 
debtor nations. It is not the richer countries that control and administer this 
power, nor their citizens; it is the IMF, the World Bank and the international 
banking and commercial interests who associate with these institutions. It is they 
who profit, it is they who hold the lien over Third World countries, and it is they 
who wield the power. 

Commercial banking and international corporate interests make substantial 
financial gain out of the indebtedness of the Third World. The creation of money 
by banks earns them considerable amounts of interest, whilst as Chapter 11 
shows, international corporate industry also prospers at the expense of debtor 
nations. However, in a situation of such economic conflict and waste, the matter 
of ‘who gains?’ is less a matter of material advantage. Just as with the domestic 
economy, this is not so much a matter of profit, but of power. In the domestic 
economy, it is government who gains substantial power over the domestic 
economy, whilst conceding the power of money creation to commercial banks. 
In the international sphere, it is the World Bank and the IMF who are the tier at 
which power accrues as a result of debt finance. They are the brokers for the 
commercial banks, organise the issue and sale of bonds and preside over political 
and economic conditionality. Chapter 12 emphasises that the World Bank and 
IMF, along with related institutions such as the OECD and World Trade 
Organisation are the focus of power in the modern world. 


The changing face of Third World dependency 


The concepts of power, ownership and who really gains from Third World 
debt are crucial to an understanding of the direction in which that debt is 
currently moving, and the form it is taking. Apart from rescheduling and finan- 
cial juggling of debts so that crises in debtor nations are avoided, two additional 
factors have contributed to a recent easing, or apparent easing of the debt burden. 
These are debt-for-equity swaps and a marked increase in foreign direct invest- 
ment (FDI). 

Under debt-for-equity swaps, holders of Third World debt bonds — 1.e. the 
banks who bought the World Bank bonds and created money by so doing — offer 
to exchange these bonds for ownership of public industries within the debtor 
nation in whose name the bonds are registered. In effect, these debt bonds are 
being used as a form of money, again underlining that money has been created 
by the process of lending to the developing nations. Initially, the main debt-for- 
equity buyers were, as might be expected, international banks. However, many 
banks are now selling their bonds, and this has given rise to a thriving secondary 
market in debt bonds as banks sell their holdings to multinational corporations. 


146 THE GRIP oF DEATH 


The multinationals then use these bonds to buy up industries in countries where 
they are investing or intend to invest. 

Bonds have been used to buy out private and public companies, pension 
funds, life assurance firms and many other forms of Third World equity — even 
for entire industrial sectors. Many Third World nations have privatisation 
schemes in place, and many more are planning them. Only the best assets are 
wanted by the international companies, thus now the cream of developing 
nations’ domestic industry is passing into foreign control. Such debt-for-equity 
swaps allow multinationals to acquire property assets and industrial facilities in 
nations where they are intending to operate, and are seen as a cheap or addi- 
tional form of investment. The multinationals often do extremely well out of the 
deal by being able to take advantage of foreign exchange differentials, but mostly 
because debtor countries are desperate to reduce their debt burden. However, the 
real material beneficiaries are the banks who bought the bonds from the World 
Bank in the first place, effectively creating money out of nothing. Now, the 
money they created has returned to them from the sale of those bonds to multi- 
nationals. 

What has the developing country gained? Nothing whatsoever. Its debt has 
been reduced, but at the cost of relinquishing ownership of its public industries. 
Not only has the developing nation lost the ownership of the assets and industries 
it formerly possessed, but the profits from running them will pass to the multina- 
tional company. Again, Susan George makes the point succinctly; 


Debt-equity swaps may not even change the debtor’s financial condition at 
all if one considers the long term... To the nation as a whole, it doesn’t 
much matter whether the cash outflow takes place in the form of interest 
payments or repatriated profits. For example, Bankers Trust, an early 
swapper, in 1986 made a $60 million debt-equity investment in Chile’s 
largest pension fund. In 1990 Bankers Trust collected nearly $50 million in 
profits on this investment.? 


Debt-for-equity swaps are the most blatant evidence that Third World debt 
amounts to unwarranted power and ownership over the developing nations. It is 
the culmination of the imperialism involved in external debt administration. 
However, the same is true of foreign direct investment since this generally involves 
the production of goods and services which are exported, whilst profits are repa- 
triated out of the debtor country, as Chapter 11 discusses. 


Neglected domestic development 


Debt-for-equity swaps and foreign direct investment fail to achieve the one 
thing that developing countries need most, and which is agreed by almost every 
observer. They do not develop the agricultural, industrial and social infrastructure 
of the economy for domestic needs. Oxfam observed after the Ethiopian famine; 
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The poor are being brought into a world food system in which the crude 
power of economic forces prevails over all moral considerations... It 
appears that the governments of the rich countries are unwilling to nego- 
tiate meaningfully on the key issues which would allow governments of the 
poor to work towards food self-sufficiency for all. 


The 1987 conference of the Institute for African Alternatives stated; 


An alternative development model is needed. This should be based on 
meeting basic needs in food, water, health, shelter, education, transport and 
security... Why does the World Bank not promote agro-based or rural 
industries for meeting domestic needs? Surely this is more rational than its 
heavily import-dependent export promotion?... The emphasis should be on 
food production and the construction of linkages between cashcrops and 
domestic processing industries in order to meet local needs.® 


Because of the activities of the World Bank and the IMF, there is a massive 
gap; a critical element is missing from agricultural and industrial policy in the 
developing nations. Where industrialisation and agricultural improvement has 
taken place, this has been almost exclusively orientated towards the export 
markets. Small and medium scale domestic development for internal consump- 
tion has been almost totally neglected. This type of growth requires not only an 
absence of Third World debt, but a presence of research and development in pursuit 
of an agriculture and industrial base attuned to the needs, resources and culture 
of the developing nations. ‘A strong agricultural sector with domestic linkages is 
the basis for long-term recovery. The need for ‘positive discrimination’ in favour 
of agriculture is thus important because this sector of the African economy is 
extremely fragile, and needs action beyond pure market competition.’® 


Summary 


Despite the many accusations of neo-imperialism levelled at the IMF and 
World Bank, in the same way that a country’s domestic banking system is carried 
out with apparently scrupulous honesty, the financial conduct of the IMF and 
World Bank appears above reproach. If a nation borrows, it must repay. 
Naturally! Plenty of criticism has been directed at the effects of these loans. But 
everyone trusts money. Everyone trusts the system operated by the World Bank 
and IMF. If a nation borrows, it must repay. What other conclusion can there be? 
The true injustice of Third World debt, and the unwarranted basis of the power 
of the IMF and World Bank, only become apparent when the fraudulent nature 
of these ‘loans’ is understood, and how they relate to the debt-based banking 
system. 

It seems only just that if a nation borrows, it must repay. But if by a process 
called ‘borrowing’, money is actually being created as part of the global money 


148 THE GRIP oF DEATH 


supply, and registered as a debt against the assets and future income of Third 
World nations; if this money, which is required for repayments, then becomes 
absorbed into the economies of more wealthy and powerful nations whose 
unquenchable thirst for money is itself driven by debt; if an economically weak 
nation is first used as an outlet for exports, and then left holding a debt upon 
which it cannot even manage to pay interest, let alone repay the principal; if the 
only chance the debtor nation has of obtaining any revenue for repayment is by 
being a net exporter in a world dominated by a debt-driven export imperative in 
which poorer nations have a developmental disadvantage... when all this is the 
context of so-called ‘loans’, no matter how scrupulously the process is adminis- 
tered, there is a monumental injustice operating. It is an injustice amounting to 
international slavery and extortion; it is an aggressive injustice, involving the 
subjection of whole nations and their sovereign peoples, operated on a scale that 
exceeds the total of all the more obvious efforts at dominance by individual 
Nations indulging in warfare over the centuries. Directed against vulnerable 
peoples and executed under the banner of ‘aid’, it is an injustice so profound and 
total and shameful that it is quite without any parallel in the history of human 
affairs. 

To cap this injustice, blame for the suffering and economic decline of these 
nations has been constantly imputed to their leaders, the great majority of whom 
have been people of integrity and ability who set out with a genuine desire to help 
improve the conditions of their people. To the extent that some of these leaders 
proved corrupt, that very corruption was in no small degree due to the build-up 
of debt, which forced them to direct their attention away from their peoples’ true 
needs and engage in a world of aggressive trading and power politics, and finally 
surrounded them with such domestic poverty that simple greed and self-preser- 
vation overtook them. But such depravity, even where it has occurred, has not 
been the cause of a nation’s debt, as is shown by the fact that any wealth amassed 
by those such as Marcos, Amin and others has been but a drop in the ocean by 
comparison with their nations’ mounting debts. 

That we in the West have not changed our financial system has cost us dear. 
Our very lives are being consumed in this ridiculous, self-destructive economic 
struggle. But it is to the eternal shame of the advanced countries, where indus- 
trialisation and modern financial economics first developed, that our failure to 
adjust our financial and economic institutions to permit more stable economic 
growth in the modern age has lead to the near destruction of many weaker, less 
politically astute nations. Whilst Third World nations are obliged to be cogs in a 
fraudulent financial mechanism and part of a global export dynamo, with their 
economies directed outwards towards competing unnecessarily with more 
powerful nations, they will be perpetual losers. We in the West have a solemn and 
absolutely undeniable duty to alter our political and economic prionties, and 
show that there is another path to economic progress and welfare; some real 
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chance that poverty can be ended; and some hope that stable growth can be 
attuned to cultural differences and take place at a humane rate. 
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Multinationals 


O- of the most striking economic phenomena of the twentieth century has 
been the global success of large multinational and transnational corpora- 
tions. These vast business amalgamations, for whom the diseconomies of scale 
are seemingly irrelevant, have an apparently boundless appetite for development, 
growth and acquisition of market control. Their share of global trade alone justi- 
fies their close examination in any analysis of contemporary economics. But the 
fact that these corporations are closely associated with many major global prob- 
lems, such as pollution and Third World debt, reinforces the need to investigate 
their success. 

There is a loose distinction between multinational and transnational corpora- 
tions. A multinational corporation, or MNC, is one which generally sets up its own 
producer and processing industries in a number of different ‘host’ countries; it then 
markets those products within the host country and usually in other countries as 
well. Transnational corporations (TNCs) are more involved with networks, 
contracting to buy goods produced by smaller companies around the world, and 
marketing the products under their own company name. Most large international 
corporations operate both as MNCs and TNCs, and so to save space and confu- 
sion, we will refer to them all as MNCs, as is done in most literature on the subject. 

In 1985, the 200 largest MNCs alone had combined sales of $3 trillion, equiv- 
alent to one third of total global output, and also controlled over two thirds of 
world trade. Since then, despite the much-heralded policy of ‘downsizing’ by 
some companies, corporate power has continued to grow. In recent years, MNCs 
have been diversifying into fields other than manufacture and agriculture, notably 
transport, public services, the media and in particular, banking and finance. This 
has considerably increased both their share of global output and of world exports. 

One obvious advantage of MNCs is that they enjoy abundant economies of 
scale. They are able to buy commodities and raw materials in bulk, manufacture 
and process in bulk and transport finished goods in bulk. Successful companies 
have often conducted a large amount of research and development, are able to 
incorporate particular technological advances, and are efficient in their produc- 
tion methods. It is claimed that these economic advantages enjoyed by 
corporations are shared, feeding back to the country in which production is 
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undertaken, and ultimately to consumers everywhere. The country where produc- 
tion is sited enjoys the benefit of an influx of investment funds, the creation of 
jobs, and development involving the most up-to-date technology, all of which 
contributes towards the advance of that nation. Consumers, both in the host 
country and round the world, benefit from the low production costs and efficient 
use of resources, so lower prices for all are the result. In brief, the theory behind 
MNCs is that they connect financial capital, technological expertise, resources 
and labour under the most advantageous conditions, to the mutual benefit of the 
company and the host nation, and offering the full benefits of progress to 
consumers worldwide. 

Unfortunately, as with so much of modern economic theory, things are not 
quite like that. In When Corporations Rule the Earth, David Korten presents a blis- 
tering attack on modern corporate business. He describes corporations as 


...lnstruments of a market tyranny that is extending its reach across the 
planet like a cancer, colonising ever more of the planet’s living space, 
destroying livelihoods, displacing people, rendering democratic institutions 
impotent and feeding on life in an insatiable quest for money.} 


Corporate exploitation 


Books that are ‘anti-MNC’ are becoming nearly as abundant as Third World 
debt literature, and for much the same reason. Far from proving a boon and blessing 
to nations, employees and consumers, MNCs have been found guilty of precisely 
the opposite. Employees in Third World countries have been shamelessly exploited, 
obliged to work in the most atrocious conditions for minimal wages, and able to buy 
none of the products themselves. Nations have been obliged to compete with each 
other, offering substantial financial incentives and deregulated labour conditions — 
effectively held to ransom by corporate powers with financial resources that often 
far exceed their own. Meanwhile, although consumers appear to enjoy marginally 
lower prices, the influx of cheaper goods often throws thousands of domestic 
producers out of work, sometimes destroying whole sectors of an economy. 

It is for their activities in the developing nations that MNCs have come in for 
the most severe criticism, particularly the fact that production is devoted almost 
exclusively to the export market. The goods that MNCs produce are frequently 
intended for consumption not in the developing host nation, but in the developed 
world. Not only commodities such as tea and coffee, which most northern hemi- 
sphere countries cannot grow themselves, but also fruit and vegetables, which can 
be grown elsewhere, are produced in huge quantities for export, whilst domestic 
food growing suffers and prime agricultural land is monopolised. 

To maintain the kind of conditions MNCs prefer, nations are often forced to 
deregulate many aspects of the economy, including labour laws, trade agreements 
and financial regulations. It is not just low labour costs and a pliant workforce 
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which are attractive to MNCs, but lower environmental standards. Japanese 
MNCs have shifted much production to poorer neighbouring countries in the Far 
East, taking their employment and their pollution with them to nations such as 
the Philippines. Many American firms have moved their industries across the Rio 
Grande to the Mexican Maliquadoras, where environmental standards are lax. 
Much of the region is now classified as severely degraded by industrial pollution. 
In Europe, as the richer nations improve their environmental legislation, polluting 
industry and agriculture is gravitating towards Eastern Europe. In Africa, compa- 
nies such as Shell and BP, which have cultivated an ecofriendly image in the 
northern hemisphere, have been heavily criticised for their environmentally 
damaging operations in underdeveloped nations. 

Instead of investment leading to prosperity for the host nation, the infrastructure 
of communications and services builds up around those industries supporting 
export-oriented growth. Meanwhile, industry and infrastructure associated with 
domestic consumption are neglected and basic needs are constantly overridden. In 
the Far East, the lack of genuine domestic development has been brought home by 
the recent closure of many electrical component factories following the 80% fall in 
world prices for such components as microchips. This has exposed the lack of true 
development in apparently prosperous nations such as South Korea and Thailand. 

Far from corporate investment leading to the sharing of technology, which is 
supposed to be a major gain to the host nation, the multinationals often employ 
their own imported specialists in technical areas, leaving the local labour force to 
fill menial tasks — often the dirtiest and most dangerous non-expert work. Thus 
the chance for the transfer of technology and skills to the host nation can be 
minimal. Commenting on this, Jon Gunnemann states; 


The important point is that the foreign corporation doesn’t want to let go 
of its technology. In fact, all it is doing is setting up a subsidiary in which 
it will simply be educating nationals to be good workers or good engineers 
or good participants in a process essentially dominated by a foreign corpo- 
ration. There is no real transfer of technology.” 


Corporate blackmail 


It is not just the poorer nations that are suffering from the global corporations, 
but the more advanced economies as well. In part, this is due to the boomerang 
effects identified by Susan George and mentioned in the previous chapter. But the 
richer developed countries are also obliged to compete by offering financial 
inducements to MNCs. America and Britain are two countries notable for their 
recent success in attracting foreign investment back into the economy, but at some 
considerable cost. BMW spent three years assessing offers from 250 localities in 
10 countries before deciding to place its $400 million car factory in South 
Carolina. According to America’s Business Week? BMW company officials were 
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attracted by the region’s cheap labour, low taxes and limited union activity. The 
company selected a 1,000 acre tract on which a large number of middle class 
homes were already located and the state spent $36.6 million to buy the 140 prop- 
erties and the land. The state now leases the entire site back to BMW at $1 a year. 
The state also met the costs of recruiting, screening and training workers for the 
new plant and raised an additional $2.8 million from private sources to send 
newly hired employees to Germany for training. It has been estimated that the 
total cost to the taxpayer in South Carolina for these and other subsidies to attract 
BMW will be $130 million over thirty years. 

Exactly the same policy of blatant bribery has been effective in securing MNC 
investment in Britain. In 1997, the British government offered the Ford Motor 
Company £60m to continue car production at the Halewood plant; Ford had 
asked for £75m. One has to wonder, does the Ford Motor Company really need 
an aid package? Jac Nasser, Ford’s Global Automotive Chief Executive; made it 
quite clear that without such a ‘commitment’ from the British government, Ford 
would build its new multiactivity vehicle in either Spain or Eastern Europe. To 
back up his case, Nasser indicated that other countries were ready to provide 
considerable assistance for the project. Less than a year before, the UK govern- 
ment had given Ford a package of labour guarantees plus £71.9 million on a £400 
million project in Birmingham. This represented approximately 18% of the total 
investment. But the British government received neither company stock nor a 
share of the profits in consideration of this massive support. 

Apart from holding countries to ransom through such blatant blackmail, 
MNCs have for years been indulging in every possible means to avoid paying 
taxes by various techniques of ‘creative accountancy’. Chief amongst these is the 
infamous practice of transfer-pricing. Richard Crum and Stephen Davies define 
transfer-pricing succinctly as; ‘a trick whereby firms fiddle with the prices of 
goods bought from sister companies overseas in order to accumulate the most 
profit in countries where corporate taxes are lowest.’4 In other words, MNCs 
minimise the amount of tax, and maximise profits, by avoiding corporate taxa- 
tion in high tax countries and declaring profits in low tax countries. All that is 
required is for there to be tax differentials between nations; an MNC can then sell 
goods from one sister company to another at an inflated price, to show a low 
profit in the high tax nation, and register as much of its net profit as possible in 
a low tax nation. This has led to a competition between nations to offer the lowest 
tax regimes as part of the financial package attracting MNC investment. 


Corporate monopoly power 


Multinational corporations have aiso been widely accused of operating exces- 
sive powers of monopoly. Economists consider a domestic market to be 
monopolistic when the top four firms account for 40% or more of sales. In a 
global market, when five firms control more than 50% of global sales, the market 
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is considered to be highly monopolistic. The Economist, in a report called ‘A 
Survey of Multinationals’,! found that in consumer durables, the top five firms 
accounted for nearly 70% of the entire global market, and in the car, airline, aero- 
space, electronic components, steel, electrical and electronics industries, the top 
five firms accounted for more than 50% of global sales. There is an even greater 
level of corporate monopoly power in foodstuffs. Behind the many products and 
brands in our supermarkets are often relatively few owner companies with enor- 
mous market control. In cereals, the top 5 companies have 77% of the world 
market; in cocoa, 3 companies have 83% of the market; in bananas, 3 companies 
have 80%; the tea market is dominated by 3 companies with 85%; and in tobacco, 
4 companies have 87% of the world’s trade.” 

The fact that the world market is dominated by large firms and cartels means 
that these can play off the large number of national primary producers against 
each other, and keep the price they pay to a bare minimum. This has happened 
regularly, with MNCs switching their purchasing patterns from country to 
country, paying a pittance for crops which monopolise prime agricultural land 
with devastating consequences to first one, then another developing nation. This 
was actually enshrined in a famous television advertisement, which included the 
phrase; ‘The Man from Del Monte, he say Yes!’ What about all the other nations 
and growers to whom he said ‘NO!’? 

A conference held in Colorado in 1973 acknowledged that MNCs were respon- 
sible for causing havoc in host nations by their practices. MNC activity was 
implicated in low business taxation, sovereignty problems, unemployment, 
balance of payment difficulties, inequitable income distribution, consumer 
manipulation, the failure to pass on technological expertise, and widespread 
cultural disruption.® 

In summary, the conventional theory regarding MNCs and the supposed bene- 
fits they offer simply do not match up with what we see to be the case. Why 
should this be? Why do MNCs act in this way? Why is corporate business power 
proving such a blight on genuine economic progress throughout the world? It is 
best to divide the answer to this into two areas. The first area involves a consid- 
eration of the poor financial status of nations, which confers huge advantages on 
MNCs in their dealings with governments. The second involves analysing the 
financial pressures under which the MNCs are themselves forced to operate. 


Corporate power and Third World debt 


Because they are in debt, nations are not able to conduct their relationship with 
MNCs from a position of economic stability and financial strength. This is most 
obvious in the case of the Third World, where the vast majority of countries are 
so deeply in debt that they are desperate for any influx of funds. Third World coun- 
tries compete for the attentions of MNCs since these offer development via inward 
investment, that is, development involving a source of money that does not require 
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further borrowing for the indebted nation. The IMF and World Bank policies of 
the period from the 1960s to the late 1980s created the perfect conditions for multi- 
national opportunism, putting pressure on less developed nations to seek foreign 
investment, but placing them at a massive disadvantage in their negotiations. 

MNC investment in developing nations is welcomed by their governments 
precisely because the products are not for domestic consumption. The overriding 
need is perceived to be the obtaining of export revenues for debt repayments. But 
the proportion of export revenues earned by MNCs which filter through to the 
developing nation is small; wages are poor, corporate taxation is usually very low, 
and the bulk of profits are repatriated out of the country. 

It is immediately obvious that here is a situation closely related to that involved 
in Third World debt. There is more than a passing similarity between MNC invest- 
ment and IMF/World Bank project loans. Not only have MNC developments 
been accused of precisely the same damaging results as World Bank projects, there 
is a close correspondence between the financial arrangements. Instead of loans 
from the IMF and World Bank, there is inward investment by MNCs; instead of 
interest repayments, there is repatriation of profits by the MNCs. 

Chery! Payer examines the parallel between MNC investment and World Bank 
debt. 


Private business and banks expect to earn interest on their loans and profit 
on their investments. They expect either eventual repayment or interest 
payments in perpetuity in the case of loans ... But, as the money is repaid 
(or interest mounts) the natural flow of capital from north to south is neces- 
sarily reversed.’ 


In other words, just as an interest bearing World Bank loan requires more to 
be repaid than was borrowed, so an investment by an MNC ultimately means a 
net outflow of money from the host country. Nations thus become progressively 
dependent upon continued inward investment, just as they became dependent 
upon repeated loans. 

The connection between IMF/World Bank debt and MNC activity goes 
further. The free trade ‘conditionality’ imposed on indebted countries by the 
World Bank and IMF have both exposed their underdeveloped economies to 
world trade, and also made these countries useful to the large corporations. A 
multinational does not want to invest in nations with protectionist policies. The 
activities of MNCs prosper best under a free trade regime through the ease of 
exports and imports and deregulation of labour and finance. The platform 
provided to MNCs by IMF/World Bank policies even includes the ability to force 
domestic industries into bankruptcy and conduct buy-outs and take overs, taking 
advantage of the harsh climate of austerity imposed by the IMF and World Bank. 

The depression caused by the austerity programme cuts deeply into the sales of 
domestically produced goods. Devaluation raises the costs of any raw materials or 
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technology they need to import. The liberalisation of imports exposes them to 
subsidised foreign competition, whilst domestic subsidies are banned by the IMF 
programme. Meanwhile, the liberalisation of imports tends to benefit the foreign 
owned multinationals, who can import materials and technology from another 
branch of their own corporation, and cost the goods to suit the fiscal environment. 
Asa result, locally owned firms may go bankrupt, or curtail operations — and they 
are ripe for take-over by a foreign firm. Just as with debt for equity, the result is the 
transfer of resources within the poor countries from domestic to foreign ownership.’ 

The fact that IMF/World Bank debt and conditionality provides the perfect 
environment for MNCs is a vital consideration. It allows us to appreciate part of 
the reason for the phenomenal business success of MNCs, and also warns and 
confirms that the development undertaken by MNCs is not beneficent, but essen- 
tially opportunistic. Within the Third World, it is a financially aggressive 
development built upon a situation of the most profound financial injustice. The 
continuity with World Bank/IMF activities is underlined by the fact that MNCs 
have continued the same ‘opening up’ policy, insisting on deregulation and free 
trade policies if they are to invest in a particular nation. By now, most nations 
have got the message and are undertaking financial deregulation, dropping all 
subsidies to domestic industries and protection of home markets, and literally 
begging the MNCs to come in. 

In a very real sense, MNCs have taken over from the World bank and the IMF, 
and have pursued a similar policy by another means, with virtually identical 
results. Industrial and agricultural production are still intended primarily for 
export, and just as World Bank and IMF debt steadily increased despite devel- 
opment, nations in which MNCs invest remain dependent upon continued MNC 
investment. In those countries where multinationals have cut back on their invest- 
ments or withdrawn their interests, economies have been thrown into catastrophic 
decline. A major cause of the 1980s Latin American debt crisis was that multi- 
nationals no longer saw South America as a competitive growth area, and 
switched their investment activities to other regions. 


Corporate power over wealthy nations 


As we have seen, the power of MNCs to dictate terms is not restricted to the 
developing nations. The earlier example of America’s effort to secure investment 
by BMW, and the repeated cash sweeteners forced out of the British government 
by the Ford Motor Company, Nissan, the Korean electrical giant Lucky Goldstar 
and many others, all demonstrate that multinational power is able to force conces- 
sions from the most advanced nation states. The threat is always the same. 
Without the cash inducements, labour contracts and tax concessions, the invest- 
ment will go to another country. 

MNCs are able to exert power over the richer developed nations because these 
nations too suffer from financial debt, have high levels of unemployment, and are 
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driven to compete with each other via export warfare. These are precisely the 
same factors which expose Third World nations to MNC power, and they operate 
just as effectively against the developed nations. 

A measure of the power exercised by MNCs over all nations, including the most 
wealthy, is found in the issue of transfer pricing. The avoidance of tax by transfer 
pricing may sound like a factor of only moderate significance, but it certainly is 
not. Since nations are desperate to attract MNCs, low corporate taxation is one of 
the principal concessions a country may offer. In other words, nations are 
competing down the amount of tax MNCs are expected to pay. Nations are openly 
inviting MNCs to operate transfer pricing, using their country as the ‘low tax 
haven’ and thereby seeking to divert and capture a smaller amount of tax from 
other nations where taxation is higher. Transfer pricing thus holds the potential for 
massive gains for the MNC, and equally massive losses for all host nations. 

For example, in America in 1957 corporations provided 45% of local property 
tax revenues. By 1987, despite enormous growth in the number and size of these 
corporations, their contribution had dropped to just 16%. A committee of inves- 
tigators for the House of Representatives found that 36 foreign owned firms, who 
achieved sales of $329 billion from 1977 to 1987, paid only $5 billion tax during 
this period! If this can happen in the wealthiest, most powerful nation on earth, 
how much more vulnerable are Third World and middle-income countries? Over 
the years, MNCs have steadily been paying less taxes, whilst receiving greater 
investment subsidies, and increasingly operating between nations to maximise 
their cost advantage. 

Another major advantage enjoyed by MNCs is the power to capitalise on the 
inherent instability of the world economy. Nations are at different stages in the 
business cycle, and these offer a range of changing investment opportunities. 
Growth rates, exchange rates and national interest rates fluctuate considerably, 
and create financial disparities between nations. MNCs involved in international 
transactions can turn these fluctuations to huge advantage, deciding where and 
when to invest, where to borrow money, and which currencies to hold or sell. 
Offshore banking, and the opportunity to arrange loans from domestic banking 
systems in host countries at low and concessionary interest rates, afford these 
firms easy access to finance, and the chance to withdraw from a nation where 
profit margins are falling, or one thought to be heading for recession. 

The upshot is this that such strategic moves and investments by MNCs have 
nothing to do with a genuine comparative advantage of Mexico over America, or 
Britain over Germany, or of the poorer economies of South-east Asia over Japan. 
Often, it is not their innate skill, productivity or specific resources, but labour, 
whose wage rates are set against a background of starvation; land, the price of 
which is determined by the ease with which the poor can be evicted; a rock bottom 
priority for the environment; and the financial advantages of international status 
in a world where all nation states are exposed by debt and driven to compete for 
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inward investment whilst on the perpetual rollercoaster of the business cycle. This 
is a comparative advantage, not of production, but of costing and finance. 
Ultimately, it is to the world of finance we must look if we want to understand the 
reasons for the success of MNCs, and the full effects of their activity. This brings 
us to the second part of the answer as to why MNCs are so powerful and so 
damaging. It is because of the financial environment in which they operate. 


Global financial pressures 


To attribute the blame to MNCs for the way they operate would be a great 
mistake. They do not represent the apotheosis of human greed, as is often 
suggested. MNCs are forced to operate and compete in a global business envi- 
ronment that is so cut-throat that the majority of their decisions are forced upon 
them. A major argument in Chapters 3 and 4 was that, within a domestic 
economy, industry could not be held responsible for the nature of forced growth 
that takes place. The hostile business environment created by a lack of consumer 
purchasing power, the pressure to find and defend employment and the 
momentum of change that is induced, means that firms have no option but to 
follow the market. 

Exactly the same pressures dominate the global financial arena, and this makes 
it imperative for a firm to conform to the aggressive corporate growth model. 
Multinationals may be far more powerful than nation states and their actions have 
earned them considerable and deserved criticism, but they can do no more than 
operate according to the dictates of debt finance on a global scale. Multinationals 
are the culmination of the unfair advantage given to big business in a debt 
economy; the ultimate in mass production, cost cutting, employment shedding, 
bulk transport, extensive marketing, constant change, excessive regionalisation 
and poor product quality and durability. In a very real sense, multinationals are 
the ultimate creations of debt finance. 

Although they tend towards monopoly power, there is intense competition 
between MNCs. This competition involves not just the battle for sales, but the 
sheer survival of the companies involved. Even the largest corporate businesses 
are usually up to the hilt in debt, work on the slimmest of margins, operate virtu- 
ally no financial surplus and are continually forced to raise money against their 
assets, and pay out dividends to shareholders. These corporations have often 
come into existence in the first place by mergers and acquisitions of related or 
competitor companies. This process has now reached a stage at which companies 
cannot rest for a second. If their share value falls or if they become financially 
overexposed, if they are too small or if they are simply too successful, the odds 
are that they will be the subject of a predatory take-over. And what is the best way 
to ensure that you are not the subject of such a take-over? It is to become preda- 
tory yourself, adopt an aggressive, acquisitive, expansionary policy. With luck, 
growth, and judicious control of share values and share issues, the directors may 
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be able to retain sufficient control of the company to ward off the attentions of 
other firms. 

Recently, MNCs have been forced to shed their workforce wherever possible 
at all levels. A competitive trend to downsizing and outsourcing has developed. 
This involves a shift in emphasis from corporations employing a large workforce, 
to slimmer leaner networks, using subcontractors, and strategic alliances between 
complementary corporations. This decreases the number of workers an MNC 
directly employs, but the corporation retains its market share, and has simply shed 
some direct administrative and employment costs. Such a move also increases the 
ease with which a corporation can shift from country to country, since the 
‘outsourced’ factory is not the property of the MNC and does not represent any 
of its own investment. Recent events within the company manufacturing Levi 
jeans emphasises the financial pressure on corporations to follow this trend. The 
Levi group was given an award in the 1980s for the fair wages and good condi- 
tions it provided for its workforce in Third World countries. By the mid 1990s, 
such were the inroads on their sales from competitor firms, that Levi had been 
forced to ‘outsource’; it sold all its factories and these are now administered by 
local businessmen who pay the usual pitiful rates, and who sell the clothes to the 
Levi company at a price that allows it to compete and survive. 

It is widely recognised that MNCs are cavalier with their labour force, but it is 
not so widely appreciated that this involves management right up to the most 
senior levels. Chief executives and management personnel are well remunerated, 
but such are the demands placed upon them that if they under-perform, they are 
no less dispensable than ordinary labourers. This has introduced a pressure to 
achieve which is so great, that only those executives with the ruthlessness to 
advance the corporation's interests, regardless of any social costs, survive and are 
advanced. The conditions under which MNCs are forced to operate require that 
they be administered by those who are blind or indifferent to the direct social 
consequences of their actions. The businessmen who pursue these policies do so 
for exactly the same reason as everyone else — that is their job; it is their employ- 
ment and their livelihood; and the world of big business is littered with the 
bankruptcy files, redundancy notices and terminated contracts that often involve 
the loss off everything a person has worked for all their life, signalling their failure 
to the entire business community. Understanding the facts of modern corporate 
business is not so much a question of sympathy for the ‘fat cats’, but a matter of 
appreciating why they operate in the way they do... this is the modern business 
environment, and it is an inevitable product of the debt-based financial system. 


The debt-based global economy 


The pressures under which MNCs operate are exactly the same pressures that 
operate within a domestic economy; indeed, since all the national economies of 
the world are debt-based, the world can be considered as a single debt-based 
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economy. If such an overall analysis is made, it becomes clear that the activities 
of MNCs are part of a forced-growth global economy, functioning along exactly 
the same lines as a forced growth national economy. All the distortions of rational 
geography, the trend towards transport and centralisation, the competitive strate- 
gies, the unfair advantages of cheap mass production in a context of a general lack 
of purchasing power, the denial of consumer choice and creation of surplus 
unemployment feeding back into yet more growth; all these factors are now oper- 
ating on a global scale. But there is the additional presence of financial loopholes, 
such as wage differentials, exchange rates and tax regimes, which MNCs can use 
to full advantage; indeed they must, for if they do not, others will. 

Taking an overview of the global financial system and the position occupied 
by MNCs within it is highly revealing. Part of conventional economic theory is 
that MNCs bring financial prosperity to both the ‘host’ nation in which the corpo- 
ration sets up, and the ‘home’ country where the MNC is registered. The host 
nation is supposed to enjoy the benefits of inward investment and a share in the 
revenues gained from exports, through the wages paid to workers, and taxes paid 
by the corporation. The home nation is supposed to benefit from the profits repa- 
triated from the host country — a return on its foreign investments. 

But all the evidence is that such mutual benefit is precisely what does not 
happen; there is mutual financial Joss. The nations with the largest registration of 
MNCs — America, Japan and Britain — all continue to suffer a net outflow of 
funds through their own foreign investments. Repatriation of profits is a myth as 
far as the home nation is concerned. It is always anticipated, but never seems to 
take place on a scale that equals the outflow of fresh funds for further foreign 
investments. Meanwhile, despite decades of in-flowing investment, Third World 
debt and dependency on foreign investment are still rising inexorably. Where, 
then, have all the profits gone from MNCs? Where is all the money from their 
trading success, their tax avoidance and their international dealings? Where are 
all the repatriated profits, and why have Third World nations failed to achieve 
solvency through MNC activity? Where is the mutual financial gain? Where has 
all the money gone? 

All one can say in reply is, what profits? What money? What solvency? The 
world economy today has virtually no money, other than that created as a debt. The 
world economy, just like a domestic economy, is built up almost entirely upon debt 
and insolvency. Just as in the UK, over 90% of money worldwide has only come 
into existence as a debt. The existence of nations as discrete economic units and the 
complicated flows of money back and forth between them via individual compa- 
nies — these cannot alter the fact that overall, under debt-based finance, industry is 
obliged to set prices that consumers cannot meet. There is therefore a chronic worldwide 
shortage of purchasing power and profits are critically low — which is why MNCs 
are generally only solvent on paper and operate against massive debts. The world 
economy is such an unprofitable and competitive environment that multinational 
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success is no longer defined by true profits, but is defined by the market share a 
company commands, and its ability to hang onto a sufficient proportion of its assets 
to remain viable, to raise capital on the money markets, pay out dividends and fight 
off its competitors. This is the definition of modern corporate success. 

A close look at the financial flows, and an understanding of the effects of debt- 
finance, shows why the theoretical mutual financial gain for both home and host 
nations does not occur. When an MNC invests abroad, money is taken out of the 
home nation. It stands to reason that, before the home country experiences any 
financial gain, any future repatriated profits have to be sufficient to match the 
money initially taken out of the country. But this is a world of debt, where profits 
are low. Also, the multinational that has invested abroad will not just be selling its 
goods within the host country. It will also be transporting those goods out of that 
country and selling them in other nations — in all likelihood, some of the goods 
will be marketed back in the kome nation. Thus, whilst it is not distributing any 
wages in the home nation, the MNC is seeking to sell some of its goods there in 
order to make its profit, thereby extracting a second tranche of money; and only 
then can it account some of this as profits, which may or may not be repatriated! 

Meanwhile, the host country where the multinational operation is sited may 
well be a developing nation seeking revenue for the repayment of debts to the 
World Bank and IMF. The host country must try to raise revenue to repay these 
debts via taxation of corporate profits and taxes on incomes, including those 
wages distributed by the MNC as part of the inward investment. To the extent 
that the poor nation manages debt repayments involving money that has flowed 
in as foreign investment, money is repaid to banks, and removed from circulation. 
It is therefore not available to be regained by the MNC from the host nation. This 
redoubles the pressure on MNCs to market their goods in higher income coun- 
tries — the very countries which are expecting to gain money through repatriated 
profits and not lose it to foreign imports! 

The suggestion that multinationals ever return to the home country the money 
they take out by various routes, like the idea that indebted host countries can ever 
achieve solvency through seeking foreign investment is hopelessly misguided. The 
foreign investment, profits and repatriation theory, just like the inward invest- 
ment, exports and solvency theory both appear sound, but they are not. Both 
completely ignore the dominant fact that money only exists and remains in circu- 
lation on condition of debt. Both models — the ‘repatriation of profits’ and 
‘solvency for indebted nations’ — like so much of economic theory, ignore all the 
facts of money creation and assume that money is a freely existing and circulating 
entity, available in quantities that allow profits to be obtained and general solvency 
to develop. But this is just what the financial system prevents. 


Exploiting a lack of purchasing power 


What multinationals emphasise, more than any other feature of the debt-based 
financial system, is the lack of purchasing power which is created. MNC success 
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is all about capitalising on the lack of purchasing power in different countries, 
especially the contrast between the developed and underdeveloped nations. If 
MNC production is sited in an impoverished country, the most minimal incomes 
are distributed. The fact that these incomes are inadequate for purchasing the 
goods being produced is quite obvious. What is even more glaring is that the 
intention is to market these goods in other countries — countries where the MNC 
has not distributed any purchasing power. The intention is to capture purchasing 
power in the more wealthy nations purchasing power that has been distributed by 
other industries which are actually operating in those nations. The culmination of 
debt finance is the corporate pursuit of purchasing power in a country where an 
industry is not distributing incomes, taking advantage of the lack of domestic 
purchasing power which exists in even the most wealthy nations to kill off 
domestic industry there with cheap imports. Both David Korten and Michel 
Chossudovsky refer to this practice whereby MNCs distribute low wages in 
impoverished nations and pursue purchasing power and sales in more wealthy 
nations — and the trends that result. Chossudovsky writes: 


In both developing and developed countries, the low levels of earnings back- 
lash on production contributing to a further string of plant closures and 
bankruptcies... In this system the expansion of exports in developing coun- 
tries is predicated on the contraction of internal purchasing power. Poverty 
is an input on the supply side.? 


There could be no more disgraceful result of the effects of debt financing than 
the use of near slave labour in Third World countries and the assault upon 
domestic markets in other nations. 

A firm that does not distribute enough incomes for its own goods to be 
purchased is, in effect, ‘externalising’ the cost of consumption. It is relying upon 
capturing purchasing power from some other source for the sale of its goods and 
services. As with all companies in a debt economy, MNCs rely ultimately upon 
welfare benefits as a source of purchasing power, since these invariably involve a 
government running a budget deficit and so creating and distributing money. 
Multinationals are the ultimate example of this, since they externalise the cost of 
consumption across international borders. Multinationals have the power to exter- 
nalise the cost of their activities onto governments on a massive scale, and this is a 
key reason why MNCs are more powerful than nation states. A corporation can 
sack 10,000 workers with impunity, and a government has to support them. A 
corporation can buy or contract a million hectares of prime land in a poorer nation 
for export crops, and the government or international relief agencies have to step 
in to make up the loss in domestic food production. The goods and foodstuffs 
produced by the MNC may then cause further unemployment in countries where 
it markets its products; again, a government has to support the redundant workers. 
Throughout the world, governments are left to foot the bill for the economic and 
social consequences of multinational business success in a climate dominated by 
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cheap, mass produced goods and services, where corporations are constantly trying 
every imaginable ploy to reduce their costs to undercut their competitors. 

The relative power of multinationals and powerlessness of nation states is well 
illustrated by considering the United Kingdom’s position as a world economic 
force. UK registered multinationals rank as the third largest group in the world, 
with 110 of the top 1,000 corporations, valued at a staggering $777 billion. This 
is fully twice the value of Germany’s or France’s MNCs, and places the UK third 
only to Japan and America. Taking a broader spectrum, UK registered compa- 
nies listed in the Financial Times FT500 index were calculated in 1993 to be worth 
$712 billion, and their capitalisation was nearly three times greater than the 
equivalent sector in both Germany and France. Despite this apparent supremacy, 
the UK is way down the world rankings in terms of GDP per head, average 
income, education and health expenditure, and a host of other measures. Not 
only does this emphasise that the benefits of foreign investment under a debt 
finance system are quite illusory, it also becomes clear that Britain has a two-track 
economy — one part made up of powerful and successful global players, and the 
other part a tottering, feeble domestic economy. If this can happen to the UK, 
how much more vulnerable are Third World countries to the ravages of modern 
international big business? 


Summary 


It is vital to appreciate that the success of multinational corporations is not any 
measure or reflection of true productivity or efficient use of resources. MNC 
success is founded on their ability to take advantage of the gaping financial dispar- 
ities between nations; the power to hold peoples and nations to ransom; the power 
to enforce low wages and extract concessions and thus keep production costs to an 
absolute minimum; the power to find a world market for the resultant goods at a 
selling price which disguises the cumbersome inefficiency of their operations and 
covers the gross wastage of transport; the power to externalise and deflect the wide- 
spread social, employment and environmental consequences of their activities. All 
these conditions, advantages and pressures are created by the debt-based financial 
system, and it is this financial system which is entirely responsible for the success, 
aggressive conduct and damaging effect of multinational corporations. 
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Money power 


E recent years, commercial financial activity has become an increasingly 
prominent feature of the world economy. The power of international finance 
— banks, pension and trust funds, investment houses and ‘hedge’ funds — is 
simply colossal, and completely dwarfs even that of the multinationals. Between 
$800 billion and $1 trillion dollars are traded every day in the international 
currency markets alone. The international trade between stock markets around 
the world involves transactions equivalent to an additional and incalculable sum 
of money. In the United States, the total pool of investment funds doubled 
between 1991 and 1994 to $2 trillion. Total US pension funds in 1993 were esti- 
mated to hold in excess of $4 trillion of assets, comprising a third of all US 
corporate stocks and shares, and 40% of corporate bonds.! 

Financial deregulation by most nations now allows fund managers to make 
instant international investments and withdraw profits at will, in any country, in 
any sector, and in any company anywhere in the world. Much of this investment 
is short-term and speculative — anywhere from a few hours to a few days to a 
maximum of a few weeks. This money is mostly involved in nothing more than 
making money via the purchase and sale of currencies, options trading, bond and 
stock speculation, and trade in interest rates. Today, an international investor can 
buy financial products such as bonds or currencies on one exchange, with the 
intention of selling it at a profit on another exchange almost simultaneously, by 
using electronics.? 

This time frame is obviously far too short for a truly productive investment 
to mature and there is an increasing emphasis on ‘extractive’ investment; that 
is to say, making a quick buck. The most blatant example of short term, extrac- 
tive investment is the practice of asset stripping. This is where a financial 
corporation will identify a suitable target company, usually one that has valu- 
able assets but low market value due to recent under-performance. The 
financiers will then make an aggressive takeover bid, often using borrowed 
money, and if successful will then dissect the company, selling off its various 
assets — offices, factories, shops, designs, patents etc. — all for maximum 
profit. Many businessmen and financiers spend their lives engaged, not in 
productive investment, but destructive dismembering of companies whose only 
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failing is that for one critical moment, their asset value exceeds their current 
market value. 

The same extractive principle underlies the rapid stock market fluctuations of 
recent years. The rise and the fall of stock markets around the world provide 
financiers and investment funds with the chance to take advantage of industry. 
Share values and dividends are all increased by a rising stock market. When a 
market falls, the majority of professional and institutional investors either dodge 
the big losses, or hold onto their shares until the market rises again. During the 
recession, they can boost their portfolios with cheap shares, and are then even 
better placed to profit from the next boom. Those who suffer during a stock 
market crash are the untutored, private investors who tend to buy and sell at the 
wrong moment. But the biggest losers by far are the companies whose shares are 
listed. After even a modest stock market fall, many companies are vulnerable, 
with their balance sheets thrown into disarray. Bankruptcies and takeovers are 
then rife. Stock markets — institutions whose prime purpose was once to fund 
industrial investment — have degenerated into arenas of predatory, volatile spec- 
ulation, engaged in the parasitic extraction of wealth from the productive 
economy, where the profit derives, not from a maturing productive investment, 
but from wild fluctuations in asset values. 

The most feared and spectacularly irresponsible of the pools of profit-seeking 
money which dominate the world economy are the ‘hedge funds’, such as that 
infamously managed by George Soros. His Quantum Fund holds in excess of $11 
billion dollars, and by the process of ‘leveraging’ may easily borrow $10 dollars 
for each dollar actually held in the fund. This gives Soros potential control over 
as much as $110 billion. Soros has both claimed and demonstrated that specula- 
tors can shape the direction of market prices, and create instability and 
fluctuations to increase their gain. The New York Times concluded that Soros had 
the ability to raise the prices of his investments simply by revealing which ones 
he had! As if to underline his point, Soros ‘hedged’ against the German mark, 
much as he did in Britain prior to the currency collapse that led to our departure 
from the EMU. Having bet that the mark would decline in value, he then wrote 
to The Times in London saying ‘I expect the mark to fall against all major curren- 
cies’. It did just that, for as the New York Times commented, ‘traders in the US and 
Europe agreed that it was a Soros market.’ 

Although the money market activities of asset strippers and Hedge Funds are 
widely acknowledged to be unspeakable manifestations of the corruption money 
can bring, they have their legitimising theory. Asset stripping is seen, by those who 
carry it out, as essentially little different from any other form of corporate 
takeover, all of which are portrayed as the operation of ‘free market forces’ acting 
to optimise the use of assets. Resources and assets which were being under- 
exploited are sold off, to be better employed elsewhere in the market. Hedge funds 
are also seen as a market regulatory device, ironing out exchange rate differentials 
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between nations, and thereby contributing to more accurate international 
exchange rates. 

These justifications may appear tortuous, and a feeble defence in the light of 
the ability of George Soros to ‘make what he wants to happen come true’, but 
they are arguments which ought not to be dismissed. Hedge funds are operating, 
and corporate mergers and takeovers are taking place every day of the week. But 
it is the ‘bad news’ which grabs the headlines; the obvious travesties. The day to 
day operation of money markets, of which hedge funds are an integral part, does 
achieve precisely that levelling of discrepancies that its defendants proclaim. And 
for every example of asset stripping, there are many cases in which corporate 
takeovers have saved ailing companies from bankruptcy, or turned truly cumber- 
some, inefficient businesses into successful ones. 

The investment market in stocks and shares also has its justifying rationale. In 
theory, saved money is being made available for investment, and the ability to 
raise money through stock market share issues allows a business to obtain funds 
under far more advantageous terms than from a bank. Instead of the predeter- 
mined iron rule of bank interest repayments, a company pays dividends from the 
sale of its products to those who have personally invested in it. The ownership of 
industry is broken down by the issue of shares, and instead of a single person 
owning an entire company, that ownership and control is distributed throughout 
the economy, and is made accessible to anyone. 

It all sounds so reasonable, but of course, as we all know, things are not quite 
like that. Hedge funds have become predatory factors contributing to instability, 
not ironing it out. Asset stripping has destroyed thousands of smaller companies 
with a sound financial basis, which were providing a livelihood to many honest 
people who have then been cast into unwarranted poverty. The market in stocks 
and shares, far from being a justifiable and respected mechanism for the distrib- 
ution and joint ownership of industry, has become little more than an arena for 
gambling, manipulation, dishonesty, deception and rank fraud. 

However, the conventional theory of the legitimacy of these institutions, which 
is presented very sparingly above, should not be lost sight of and dismissed. It is 
one thing to reform the nature of money, but it is a wholly different proposition 
to attempt to change every financial institution and every financial practice 
throughout the world. This is a vital consideration, since the fundamental! reason 
why financial markets do not function according to theory and which explains 
why those markets have turned into gambling shops in which everything is given 
a value and traded mercilessly for gain, is that the whole edifice is erected upon 
the instability and opportunism of debt. 


Debt and yet more debt 


Asset stripping is often done using borrowed money. In other words, a buy-out 
will be funded using money created as a debt, expressly for the purpose of making 
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a profit for the lending bank and the borrowing corporate raider. Similarly, it is 
the ability to ‘leverage’ massive extra money from banks, which gives hedge funds 
their power. But the influence of debt is far wider than this. The bulk of the 
money that is assumed to be present in the money markets does not actually exist 
at all. What exists is in fact yet another form of debt. When a pension fund is said 
to hold £500 million, it does not actually hold this amount of money, it holds £500 
million worth of assets in the form of shares, stocks and bonds. Despite the 
massive money values stated, and totals traded, there is comparatively little actual 
money circulating to aid the exchange of a massive quantity of stocks and shares. 

Even though they are termed assets, such stocks and shares are more accu- 
rately described as a form of debt. This is obvious in the case of government 
stocks and Treasury bills. But company shares and bonds are properly considered 
a debt of the issuing company, since they represent a claim against the company’s 
assets, and involve an undertaking to pay dividends at certain or regular future 
dates. Thus, stock markets are trading, not in money, but in industrial debts. 

Although the original intention was to provide a mechanism for raising finance 
for industry, the market in stocks and shares has increasingly become the only safe 
place for savers. This is because the value of money is so subject to erosion by the 
process of inflation that, even with the best rates of interest, a deposit in cash 
steadily loses its value. The market in stocks and shares has, over the years, 
become primarily a glorified and grossly inflated LETS scheme; an over- 
subscribed alternative to money. Indeed, economists recognise this, and classify 
stocks and shares as ‘near money’; a commodity-currency which provides the 
economy with a vital additional financial medium. However, what is noteworthy 
about shares is that they have no fixed value -their value is entirely a matter of 
what the market will pay for them, which is closely related to the success of the 
company, which is in turn related to the health of the economy as a whole. 

So what we have is a primary medium of exchange — money — which is based 
pound for pound on debt, which subjects the economy to intensely competitive 
pressures and periodic booms and slumps, and which steadily declines in value 
over time. Then there is a secondary market in company stock; a massively over- 
subscribed edifice of industrial debt in the form of shares whose value is infinitely 
variable, and entirely dependent upon economic activity. There could be no greater 
recipe for economic fluctuation and instability. Shares overall may be more prof- 
itable than money, but they register the variable health of the economy far more 
than true money. Sudden changes in the value of shares can occur, with no change 
whatever to the real underlying value the shares represent, or the companies’ 
capacity to produce goods and services. These changes in share prices are not real 
changes in worth. If a company is worth $10 billion on Monday, it is not really 
worth $5 billion on Tuesday, or $15 billion on Friday. But the stock market is 
supremely sensitive to the slumps and booms of the debt-based ‘business cycle’, 
and stock markets are not trading in stable commodities; they are trading in 
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comparative values, and expectations of future values, and anticipated returns — 
all against a background of an unstable financial system which can decimate the 
financial value of any or all of these assets. And it is these excessive variations 
which provide financial speculators with the chance to make money out of money. 


International opportunism 


The opportunity to take advantage of the fluctuations of the financial system 
is heightened at the international level. Nations tend to be at different stages in 
the ‘business cycle’ at any one time, and so the relative gains of investment in 
different nations is forever changing. Therefore, money is shunted back and forth 
around the’world to achieve the best returns, taking advantage of the temporary 
opportunities presented. A glance at the financial pages of any national news- 
paper provides the latest information on global financial opportunism. 

Japan is currently one of the great international ‘losers’. There has been a 
steady economic decline in Japan since the start of the 1990s leading to wide- 
spread bankruptcies, salary cuts, plummeting house prices and job insecurity. The 
World Economic Forum meeting in Davos, Switzerland in 1997 expressed 
concern that the Japanese financial system was so fragile that it could be in danger 
of complete collapse. The falling yen and decline in the stock market are feeding 
off one another and the stock market fell by a further 11% in the first two months 
of 1997 alone. Japan is now the world’s second largest debtor owing more than 
$2 trillion in outstanding bonds on a national debt that absorbs a quarter of its 
national income. But despite Japan’s parlous economic state, articles in the invest- 
ment press analysing the best future investment sites continually focus on Japan. 
The decline of the Japanese economy is not thought to have ended, but Ian 
Wright, manager of the Japan desk at Foreign and Colonial commented; ‘Japan 
as a whole may not look that attractive but there are plenty of stocks that could 
grow rapidly in the next year or two.’4 

Japan is being carefully studied to see how far the market will fall, when it will 
bottom out, which companies will survive, and which are likely to be worth 
investing in. Japan, Taiwan, South Korea — all these struggling nations are seen 
as future areas of growth. But the money isn’t going there yet, since the recession 
in these nations is not deemed to be over. Paul Kafka, Far Eastern expert at 
Fidelity, commenting on which nations in South East Asia were most likely to 
provide a profitable investment, advised investors; ‘I would expect returns of up 
to 20% from the index as a whole, but not all markets will rise, so it is a matter of 
picking the good performers and avoiding the dogs.”4 

Leaving aside the despicable language being employed, the point is that fund 
managers are quite openly looking out for countries where shares and stocks are 
undervalued. In other words they are looking for nations that have suffered reces- 
sion — looking to pour money in, with the expectation of high returns on future 
dividends and asset growth. But the money they will use is not now lying idle; 
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currently it is placed in some other nation — Egypt or Britain or Brazil. When the 
time comes to invest in Japan or China, or wherever the bubble starts to grow, 
fund managers will take a critical look at their portfolios to see which nation is 
at the top of the business cycle, and likely to produce low future returns. Shares 
will then be dumped in expectation of better returns elsewhere, or anticipation of 
recession, or forecast competition from South-east Asia, or following a judgement 
based on the political climate. And so the recession will shift from Japan to some 
other nation. The expectation will create the event. In case this be thought as a 
misrepresentation of the considered, responsible, grey-suited world of interna- 
tional monetary affairs, consider the following. The Sunday Business newspaper 
recently commented on the contrasting success of South Africa and Egypt in 
attracting finance; 


Managers of emerging market funds investing in Africa, enticed by Egypt’s 
growing spirit of free enterprise, are shifting money to the middle east nation 
from South Africa, their former favourite. International emerging market 
equity funds took $642 million, or almost 27% of their investments, out of 
South Africa during the second half of 1996, whilst their investment in Egypt 
rose by $349 million, or almost 223%... “We're taking a massive bet against 
South Africa and in favour of Egypt” said James Graham-Maw, fund 
manager at Foreign and Colonial Emerging Markets... The company is also 
diverting funds to Israel and Morocco on prospects of strong growth there.” 


At the same time, Morgan Stanley also reduced its South African investments 
by 30%. ‘We're underweight in South Africa; everyone is. We’re very overweight 
in Egypt’, as one portfolio manager dispassionately commented. Egypt’s sale of 
state assets, at the rate of about one company a week, is one of the country’s 
biggest attractions. As for South Africa, ‘A faltering programme for the sale of 
state assets is limiting the stock available to investors.’4 

The point being made is not the obvious one, that South Africa ought not to 
have to sell its state assets to international corporations in order to be ‘attractive 
to investors’. The point here is that financial managers with massive funds at their 
disposal are openly speculating against, or in favour of, nations; effectively 
gambling over predicted stock market returns. Domestic economic conditions are 
hugely affected by such mass input and withdrawal of funds in search of profits. 
Such an influx or exodus of funds makes things happen according to the identi- 
fied trend — i.e. it confirms and contributes to the endemic fluctuations of the 
business cycle. Japan, having suffered a crushing recession, is just beginning to 
receive some inward investment. Those investing in Japan will be able to pick up 
assets incredibly cheaply, the inflow of money will fund growth, and there will be 
a boom providing profits. Meanwhile, some other region of the globe will be 
plunged into recession. After a time, Japan’s economy will ‘top out’, attention will 
switch elsewhere and she will become one of the ‘dogs’ again. 
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The international play-off 


Many people hold the belief that the activities of these investment funds and 
associated multinational investment is a matter of market forces driving down 
wage demands in high income countries, and levelling up those in developing 
countries. But this is not a levelling or democratic process, but a blatant playing 
off of one nation against another. The system thrives on, requires and creates 
disparity, with funds switching en masse from one country to another, or one 
region to another. In addition to the damage caused by such volatility and 
switching, there is the unbalanced nature of forced economic growth to be taken 
into account. Since the moment of entry for finance is when an economy is at a 
low point, development that takes place is always biased to the export market. 
And these exports, when successful, will be the cause of decline in some other 
part of the globe, creating the very conditions for finance to shift its attention 
again after a few years. International finance does not want to develop the Third 
World’s domestic needs; it uses each country it visits as a temporary base for 
export growth, before moving onto another country or region. 

Economic and financial volatility and the contrasting economic success of 
nations are what make modern profits. By switching from one country to 
another, international finance deepens the economic trends it identifies, and 
increases the profits it takes. However, the stock market and currency markets do 
not just feed off uncertainty, instability and competition; they can create it from 
scratch. Felix Rohatyn, of Lazard Fréres and Company, an internationally famed 
investment banking firm, once stated quite openly; ‘We should recognise that the 
existence of large-scale credit facilities is a strategic weapon.’ The recent events 
in South-east Asia, and Malaysia in particular, confirm the disgracefully aggres- 
sive conduct of international finance. 

A mere six months before its collapse, Malaysia’s economy had been assessed 
as one of the most healthy and stable in the region. All the indicators were sound 
— employment, growth, debt-ratio, exports, the price/earnings ratio of shares etc. 
Within months, the currency had been destroyed and the economy had been 
brought to its knees by a spectacular collapse of both the currency and the stock 
market. Since Malaysia’s crisis, the same pattern of events has occurred in Hong 
Kong, Taiwan and South Korea. 

The financial crisis throughout South-east Asia has been variously represented 
in the western press as a matter of bad debt-management by key industries, or 
poor national economic policies, or the undue expectations of Tiger economies 
who ought to accept that they are no longer youthful, but ‘middle age economies’ 
and must expect a slower growth rate. But the financial crisis has nothing to do 
with bad debt, and these nations are not facing a slower growth rate, but a total 
change in their financial structure and economic prospects. 

Key corporate industries in these countries were accused of running up exces- 
sive debts — but these were not excessive debts six months before the crisis. They 
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only became excessive due to the collapse of the currency and stock markets. Before 
the financial crisis, debt-ratios were, in conventional terms, healthy in South Korea, 
Hong Kong and Taiwan as well as Malaysia. But when a currency collapses and 
a stock market crashes, outstanding debts remain fixed, and are instantly magni- 
fied by comparison. Industrial debts that were once part of a balanced asset sheet 
become excessive, or ‘bad debts’. With the collapse of the currency, international 
debts to the IMF and World Bank are magnified in effect and interest payments 
absorb a far larger proportion of export revenues — suddenly the nation’s balance 
of payments is in disarray. With the surge in commercial bankruptcies, domestic 
banks that had lent to these businesses find the collapse of their balance sheets 
bring them also to the brink of bankruptcy. But none of this existed before the 
crisis, nor was anticipated right up to the moment when the crisis began and the 
train of events began to unfold. Indeed, the financial press only weeks before was 
talking about the future growth prospects of the region. 

Why then did the currencies and stock markets collapse? Because large inter- 
national investors dumped shares and bet against the currencies, and a falling 
stock market and a falling currency both feed off each other. Economic collapse 
then rapidly becomes a self-fulfilling prophecy. 

President Mahathir of Malaysia has pointed to the explosive round of hostile 
currency speculation and stock market activity involving ‘short-selling’ of shares 
in the days leading up to the Malaysian crisis. A few large institutional foreign 
investors sold Malaysian shares en masse, the rest of the world followed and the 
Malaysian stock market plummeted. The original investors were then able to pick 
up the same shares for a fraction of their former price. This short-selling allowed 
foreign investors to virtually drain the country of money whilst retaining their 
ownership of its industries. President Mahathir observed angrily that when such 
coordinated stock market activities occurred in the developed nations, someone 
ended up in gaol. The world’s financial press laughed at him and portrayed him 
as a provincial clown, whereas his speech to the IMF, in which he described the 
attack on the Malaysian economy, showed a thorough grasp of macro economics 
and a full awareness of what had been done to his people. 

The criticisms of Western economists that these economies had ‘weak funda- 
mentals’ are all observations after the event and take no account either of the 
radically different financial state of the economy prior to collapse, nor of the 
events which triggered the collapse. Certain of these Asian economies may have 
had structural weaknesses and clearly lacked diversity, but the events of late 1997 
were no minor correction. There is a determined refusal to face up to the unpalat- 
able truth about modern international finance. 

The principal weakness of these nations was their acute exposure to interna- 
tional finance. This was a direct result of their background of IMF/World Bank 
debt, recent IMF and OECD insistence on free trade and financial deregulation 
policies, and finally, their earlier targeting as growth areas for foreign investors. 
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What international finance gives, international finance can take away — 
overnight. 

Britain and America are just as technically insolvent and their stock markets 
as theoretically prone to collapse as any of the South-east Asian nations. A 
collapse of currency, bond and share values could do precisely the same to any 
country. However, the institutional investors are not betting against America and 
Britain, so it has not happened. There are three reasons for this. First, the more 
wealthy nations are not so vulnerable nor easily destabilised; therefore such a 
collapse is much harder to trigger. Second, when investors and financiers are 
speculating against one nation, they do so by speculating in favour of another. 
Shares are dumped in one stock market and currencies sold, but this involves 
either shares, assets or currencies being bought elsewhere. Thus, whilst the Asian 
crisis appeared to threaten a ‘meltdown’ of the entire world economy, what actu- 
ally happened was that after a few days of uncertainty, the American and UK 
stock markets took off with renewed vigour as funds extracted from the Far East 
flooded in. The third fact is, quite simply, that the speculation was conducted by 
financial interests based in the more wealthy nations. It is salient to note that the 
crisis stopped short of the point at which Japan and Korea were forced to sell off 
their large holdings of US bonds, which would have threatened the stability of 
the US economy. This was portrayed in the media at the time as being due to the 
American public buying shares and expressing confidence in their economy. In 
fact, evidence has emerged that the slide was halted at the critical point by the 
Federal Reserve aggressively buying futures options.© So much for the free 
market. 

Let us be quite clear about what has happened in South-east Asia. We in the 
west are used to stock markets bouncing back cheerfully after a few months in the 
doldrums; after a while, everything is back to normal. But this is not the prospect 
facing Korea, Malaysia and other South-east Asian economies. The future has 
been totally re-written for these nations. They have had to accept substantial IMF 
loans and the political and economic conditionality that attends them. The 
burden of debt repayments will be a massive drain on their economies for 
decades. Ownership of their industrial infrastructure has passed abroad and is 
now changing hands for trivial amounts on the stock markets and will remain the 
plaything of foreign investors for years. When recovery does come, dividend 
payments on these foreign-owned shares will be another permanent drain on the 
national income. These nations have been literally crippled — first brought to the 
verge of bankruptcy, then picked up for a song by the power of international 
banking and finance. The change in financial circumstances resulting from the 
events of the past year will remain with them for many decades and leaders in 
Korea have stated that these dramatic changes involve at the least a ‘lost genera- 
tion’. When one considers the material effect of the economic decay of Japan, 
Taiwan, South Korea, Malaysia, Hong Kong and the Philippines — the bank- 
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ruptcies, closures, scrapping and selling off — it is clear that the world as a whole 
has been made a poorer place. 

Who will benefit from the change in fortune of South East Asia? And who had 
the capacity to bring these nations into sudden slavery? Chapter 12 comments on 
the relationship between the personnel of the IMF/World Bank, which is now 
brokering the future debt-slavery of South-east Asian nations, and powerful 
corporate and financial interests. It is these corporate and financial interests that 
triggered the collapse, have benefited from the extraction of funds and are set to 
benefit in the future. They will enjoy the financial returns of debt and foreign 
share ownership, and also a marked commercial advantage over their Asian 
competitors. 

It is impossible to tell without full knowledge to what extent, if any, these 
attacks were deliberately co-ordinated as some observers in the far east have 
claimed. Nor is it clear whether there is political as well as economic motivation 
at work. But as we discuss in Chapter 12, there is a wholly unsavoury link 
between high finance and politics. It is not necessary to entertain a full-blown 
conspiracy theory to appreciate that international finance, both private and 
supposedly benign and intergovernmental, operates a degree of power and has a 
conflict of interest that is wholly unacceptable. Whether co-ordinated or not, the 
result of the Asian crisis has been a massive and enduring change in the geog- 
raphy of economic power within the world. 


Summary 


This might appear to be a damning indictment of the irresponsible and 
conniving activities of fund managers, banks and investment houses, and in a 
sense, it is. But the majority of those who work in international investment are, 
just like the personnel of multinationals, bound by the conditions of their employ- 
ment and the terms of the market to behave as they do. Investment pools are 
managed by professional analysts under enormous competitive pressure to yield 
maximum financial gains, or their fund will decline rapidly as investors switch to 
some other fund. Just as with MNC management, what is required and what 
clearly exists is a complete indifference to the effects of the actions being under- 
taken. 

What is at issue here is not the principle of investment, nor the gain from a 
genuine, responsible, maturing investment. What is highlighted are the increas- 
ingly irresponsible actions of those trying to capitalise on and manipulate the 
cycles, volatility and vulnerability created within a debt-based global economy. It 
is the unwarranted and unnecessary fluctuations that provide the dubious gains 
and encourage the indefensible practices, for which finance has deservedly got a 
thoroughly bad reputation. 

These fluctuations and financial vagaries all derive from the inadequacy of the 
primary medium of exchange: money. If money itself, along with share prices, 
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stocks, bonds and exchange rates and all the other financial ingredients of the 
world’s money markets were relatively stable, if the global financial system had 
not been deliberately deregulated and if there were not a host of vulnerable, 
permanently indebted nations, the opportunities for a quick gain would largely 
vanish. Michel Chossudovsky addresses many of these issues and has called for 
‘financial disarmament’ of the global economy.’ Confirming this, the analysis of 
debt financing shows that it is not a matter of disarming governments — who are 
clearly the weaker players — but disarming banks and commerce and, in the case 
of the latter, giving the chance for a more genuinely productive form of commerce 
to re-emerge. 
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The free trade religion 


Th is every reason to be suspicious about the policy of free trade. A 
common feature of IMF/World Bank lending, the rising dominance of 
MNCs and the growth of money power has been the persistent advocacy of a free 
trade ethic. This does not of itself mean that free trade between nations is wrong; 
far from it. Open and fair trading between nations would be high on anyone’s list 
describing sensible and beneficial economic activity amongst the nations of the 
world. It is the conditions under which this trade is carried out that is crucial. The 
financial conditions that currently prevail in the world economy are such that free 
trade presents the opportunity for aggressive exporting and forced economic 
growth to run riot; conditions under which corporations and money power 
prosper. Under debt finance, a policy of global free trade would mean that the 
combined export-aggression of all nations, plus the might of the world’s multi- 
nationals, plus the irresponsible power of international finance, were all 
unleashed upon the whole planet. A world economic system is in prospect in 
which all the destabilising and distorting elements of debt finance are given full 
rein. The potential to subvert the real needs of people and to distort the rational 
economic geography, not just of each nation but the entire world, is terrifying. 

The most ardent supporters of the free trade ideology are often those who wish 
to see improvement in the conditions of the Third World. The vision, or image 
of development, that often persuades people that free trade will lead to a genuine 
change in the status and development of the poorer nations is the rapid growth 
of the ‘Tiger’ economies of the Far East. The success of nations such as Korea, 
Taiwan and Japan in developing a powerful economy with a thriving trade in 
exports is frequently advanced as a model, which free trade would allow the 
poorer nations of the world to copy. 

But such an opinion is just plain wrong. All the evidence is that free trade 
brings not progress, but decline to the poorer nations. For a start the comparison 
is historically inaccurate. As many observers have pointed out, today’s Tiger 
economies all conducted their initial and successful development under a regime 
of tight protectionism, in which foreign imports were heavily curtailed. Broad- 
based domestic development, protected from foreign imports, was a characteristic 
of each of them. In addition, out of Japan, Taiwan, Korea, Singapore and Hong 
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Kong, only Korea started her development from a position of heavy debt. What 
is more, despite two decades of explosive growth, Korea’s debts remain and the 
country has never managed to solve its problem of extensive rural poverty. Far 
from free trade providing the basis for Tiger growth, the recent decline of many 
Asian Tigers has precisely coincided with the opening of their borders to free trade, 
under pressure from the OECD, the IMF and the World Bank. The Asian Tigers 
clearly provide no model for free trade and an end to debt, indeed the very oppo- 
site is the case. The lesson is, if you want to develop your nation, don’t embrace 
free trade — protect your own domestic economy and export from a position of 
stability; and above all, don’t start from a position of debt. 

Apart from the historical evidence, sheer logic and mathematics point out the 
inability of free trade to help the indebted Third World. The fundamental reason 
why the large number of indebted nations cannot ‘develop their way to success’ 
through embracing free trade principles is that it is simply not possible for them 
all to export successfully enough to escape from their debt. It is hard enough to 
become a net exporting nation, but to export in sufficient quantity to repay the 
interest on their colossal debts is something that cannot be done by developing 
nations en masse. 

This is never appreciated in the case-by-case approach to the world develop- 
ment problem. It is perhaps rational to imagine any one debtor nation succeeding 
in the export market, but how can all the debtor nations do this? From which 
countries are they to obtain export revenues? Not from each other, for that would 
mean some debtor nations improving their financial status at the cost of others 
moving even deeper into debt. Besides, a debtor nation is, by definition, the last 
place another debtor nation is likely to be able to sell its goods. The only poten- 
tial source of revenue for broad-based ‘Tiger’ recovery by debtor nations is the 
richer developed countries — but these nations are also indebted and struggling 
to maximise exports. It is pretended that a country can overcame its problems by 
the policy of free trade, but not admitted that in order to achieve this, other coun- 
tries must fail. Moreover, in the struggle amongst debtor nations to win the export 
battle, they would end up simply competing with each other and driving the price 
of their exports down to the point where only the lowest cost countries could ever 
export. 

And when these ‘lowest cost countries’ have won the export battle, what sort 
of revenues will they be obtaining? By definition, these will be low, because this 
is how, and why, they can win the export battle. What possible help can this be 
in recovering from debt? The debt will remain, or even grow. Indeed this is exactly 
what has happened in the past. In a very real sense, the indebted nations have 
already tried to become Tiger economies; they tried it for forty years between 1950 
and the 1990s, first with coffee, bananas, tea, fruit and cocoa; and when this didn’t 
work, they switched to petrochemicals and minerals; and when this didn’t work 
they switched to manufacturing. How is industrialisation in order to supply 
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microchips and cola drinks going to alter the intense financial competition which 
results in lower and lower prices, as more and more countries compete to supply 
what the richer nations want — products which the richer nations are also trying 
to produce themselves? In summary, the Tigers did not achieve success through 
free trade policies, and it is logically impossible for more than a few nations to 
work their way out of debt, especially when the richer nations are also conducting 
their trading programmes from a position of financial insolvency. In the words of 
Cheryl Payer; 


The model [of Tiger development] does not match the reality of societies 
held up as examples, and even if the model were real, it is not generalisable 
because world surpluses and deficits are a zero sum game.! 


The mistake is made because the required money — the export revenues — are 
just assumed to ‘be there’; all that the poor nations have to do is go and earn it. 
If one country can achieve success, it is assumed that all of them can. But this is 
not true in a world built on debt. Any nation’s gain of revenues is another nation’s 
loss; and all nations are starting this battle from a position of insolvency. The 
impossibility of this approach is emphasised when it is considered that the goal 
being pursued is to develop in order to obtain money to escape from debt, yet 
money only exists on account of debt! 


Temporary Tigers 


Just what free trade competition between indebted nations actually leads to can 
be seen by the recent change in fortunes of the major Tigers. The decline of 
nations such as South Korea, Taiwan and Malaysia was directly associated with 
the choice of other nations as low-cost development sites between 1993 and 1997. 
As other nations began producing the electrical components, such as microchips, 
upon which these Tiger economies were heavily dependent, their export revenues 
fell dramatically. This not only affected their balance of payments, it also forced 
their own domestic companies to invest abroad in search of more competitive 
conditions. (Korea’s Lucky Goldstar made the biggest single foreign investment 
into the UK of £1.7 billion in 1996.) It was this switch of foreign investment and 
exodus of domestic investment to lower-cost nations that created the conditions 
for the mass exodus of finance that formed the Asian crisis of 1997. 

The Philippines is one of the Far East nations that has recently been favoured 
by foreign investors, and as a neighbour and competitor to the established Tigers, 
it is revealing to see what has happened there. Between 1995 and 1997, the 
Philippines followed the free trade textbook to the letter in an attempt to alleviate 
their debt crisis and rural poverty, regarded as the most acute suffered by any 
nation in the region. A twelve page advertising supplement was issued with The 
Observer’ in January 1997, presenting the Philippines as an inviting place to invest 
money. According to the supplement, President Ramos has undertaken ‘sweeping 
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deregulation and privatisation’, turning the country in the space of a few years 
into a ‘newly industrialised country’. 

Many industrial parks and economic zones have been established and the main 
industries being attracted are electronic, semi-conductor and electrical product 
industries; exactly the same industries upon which nations such as Korea and 
Taiwan built their temporary prosperity. These industries now account for 74% 
of the Filipino economy. Foreign investment from Europe, the US and neigh- 
bouring Asian countries has poured in, and exports rose by 29% in 1996. 46% of 
this consisted of electronics components. In addition to the electronics industry, 
America’s Federal Express intends its new investment to be the hub of its Asian 
despatch network. Coca Cola’s Philippine unit intends to pump $1.71 billion into 
new plants in the next five years. 

How is this form of development supposed to benefit the Philippines’ 70 
million poverty stricken people? The nation is setting out to produce goods for 
other countries, the profits of which will be repatriated in line with the foreign 
investment that financed it, whilst any gain to the Filipinos will go on reducing 
their massive debt burden. All the standard free trade measures are being 
pursued. State-owned companies in telecommunications, shipping and airlines 
are being privatised and bought up by foreign investors and infrastructure 
projects such as docks, roads and light railways are being offered to foreign 
investors, who will be able to charge rent, or collect the income from their devel- 
opment. Import tariffs have been cut, foreign exchange restrictions lifted and 
financial deregulation has led to an influx of foreign banks. The benefits offered 
to foreign companies and investors include: full exemption from taxes and duties 
on imports; corporate income tax exemption from 4 to 8 years and afterwards, 5% 
final tax on gross income (absolutely tiny by comparison with international stan- 
dards); a 50% reduction in port charges for wharfage dues and the berthing of 
ships. A spokesman summarised the country’s new economic policy; ‘We have 
opened up most of manufacturing, banking, also oil, and practically everything 
you can name... growth in the services and industry is outpacing growth in agri- 
culture, drawing the Philippine economy closer to that of its Asian Tiger 
neighbours all the time.’ In other words, far from directing attention towards 
ending poverty, the lack of agricultural development is actually heralded as 
evidence of economic progress. 

It is worth evaluating this so-called export-led success. During the Latin 
American debt crisis of the 1980s, it was calculated that debt repayments of 10% 
of total export revenues were the maximum that a developing nation could cope 
with, since it still had to pay for its imports. If debt repayments exceeded 10% of 
total exports, there was little or no revenue left over for domestic development and 
every likelihood that the country would drift ever further into debt. With the huge 
influx of investment funds, and boost in exports, the Filipino government has 
managed to reduce its debt repayments to 13% of export revenue. But these are 
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exports by foreign-owned firms seeking corporate profits. Moreover the 
Philippines has achieved this during the initial investment phase, when large 
quantities of foreign money are flowing in. Once the assets are bought up, and the 
corporations are busy making a profit by charging each other, the Filipino 
nationals and their government for the use of road, rail, electricity, docks, tele- 
phones and petrol, how on earth is this going to help with debt repayments? It 
should be noted that such repayments are generally not repayments of the prin- 
cipal, but interest charges on long-term debt, and so will persist well into the 
future. 

The supplement notes; ‘There are some fears, however, that the President will 
not be able to complete the reforms needed to transform what is still basically a 
poor agrarian and feudal society before his term expires in May 1998... Most of 
the Philippines’ 70 million people live on the border of the poverty line, but while 
the economy continues to grow, millions will be pulled above the line as has 
happened in other Asian countries.’ But it Aasn’t, as the experience of their neigh- 
bouring nations makes quite plain. Even before the currency crisis of 1997, much 
of the population in nations such as Korea and Taiwan still suffered acute poverty. 
In Asia as a whole, whilst a minority have risen to the consumer class, the 
suffering of the 675 million who live in absolute destitution continues. 

To call this a tragedy is an understatement. A poor nation is selling itself, lock 
stock and barrel, to the power of international money, yet it was this money power 
which created the illegitimate debt from which it suffers, and which has forced it 
to expose itself to the full ravages of that money power. What is doubly tragic is 
that this national sell-off is associated with the collapse of other economies and the 
upsurge of poverty in such countries as Taiwan and South Korea; countries which 
in their heyday had never managed to spread success to more than a minority of 
the population. Despite twenty years of tigerish growth, South Korea never 
succeeded in paying off its former debts and has a structurally weak economy, with 
a dearth of small businesses and poor agricultural development. 


Advocates of free trade 


With such abundant evidence that free trade is proving a damaging policy, the 
question has to be asked, why is the theory still so widely accepted? Free trade is 
almost a religion to economists, but the curious thing is that the theoretical condi- 
tions required by free trade theory are known not to exist. The theory of 
comparative advantage — upon which the free trade doctrine rests — was origi- 
nally advanced by David Ricardo in 1817. Ricardo argued that three conditions are 
essential for free trade to proceed to mutual benefit: capital must not be allowed 
to cross national borders from a high wage to a low wage country, trade between 
the participating countries must be balanced, and each country must have full 
employment. Since none of these conditions applies anywhere in the modern 
world, and since nations are all attempting to pursue an imbalance of trade, how 
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can the theory possibly be expected to operate properly? Certainly, there is an 
astonishing degree of academic blindness, and a clear preference by economists for 
studying theory, rather than the real world. But why have so many national govern- 
ments and their politicians been persuaded of the merits of the theory? 

In part, the advance of free trade has been forced on nations by the pressure 
and power of multinationals. All governments have to compete for a piece of the 
international investment action, but corporations do not want to invest in a 
protectionist nation. Therefore the price of inward investment has been to 
concede what big business has always wanted — open borders — unfettered 
access to the widest possible market. However, the real reason behind the accep- 
tance of free trade as a policy for all nations and all occasions, is that it has been 
actively promoted by the most powerful financial and legal agencies in the world; 
the World Bank, the IMF, GATT, the OECD, the UN and the governments of the 
strongest nations. 

As we have seen, the bulk of the population in the richer nations do not benefit 
from the type of global export competition currently in progress. But the policies 
certainly favour international business interests based in the richer nations. James 
Goldsmith made this point quite bluntly; ‘It is the élites who are in favour of 
global free trade. It is they who will be enriched.’ 

And it is these élites who exercise great influence over both the IMF and the 
World Bank. The bulk of representatives on the IMF and World Bank are not just 
pro-international trade, they are international trade. A study of the membership 
of the three major trade committees in the US in 1991 found that a staggering 92 
of the 111 members of those committees represented individual companies, and 
ten more represented trade/industry associations. The business interests of these 
corporate representatives reads like a Who’s Who in international corporate 
affairs, with senior management from companies such as IBM, Amoco, General 
Motors, GEC, Time Warner and the major banking corporations all acting as 
advisors, and able to exert a major influence. There were no representatives on 
IMF or World Bank committees from consumer groups or non-governmental 
organisations, and none from environmental groups. 

The free trade ethos does not just flourish within the World Bank and the IMF. 
The mandate of GATT and its successor, the World Trade Organisation (WTO), 
also involve the elimination of barriers to international trade and investment. 
Again, a group of unelected representatives from the major corporations is 
combining with pro free trade government figures to exercise control over world 
economic affairs. Under the WTO agreements, countries can be fined if they try 
to manage any sector or aspect of their economy in a way that is deemed to place 
other nations at a ‘competitive disadvantage’. The WTO allows for cross-retalia- 
tion between sectors and nations. This means that if a country does not comply 
with the WTO directives on opening certain industries and markets to competi- 
tion, another nation or a corporation which wants to operate in that sector can 
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be approved by the WTO to retaliate in a different sector of the economy, or be 
paid a compensatory fine. This is obviously a threat to which Third World coun- 
tries would be much more vulnerable, but it is a blatant assault on the right of 
democratic nations everywhere to self-determination. In short, the WTO would 
be a new world body with massive intervention and regulatory powers over inter- 
national trade and for arbitrating in trade disputes. 

Under the TRIMS (Trade Related Investment Measures) of the WTO, a Third 
World country would no longer be able to keep powerful Western banks out of its 
financial system. Therefore, when foreign investment does come into the country, 
international banking corporations will be able to capture the funds, and bank 
against them. Since these corporations already have massive reserves, they will be 
at a huge advantage in their operations. The experience of the Philippines shows 
what happens under such directives; no less than 10 new foreign banks were set up 
in a matter of months following financial deregulation. Precisely how such a policy 
is supposed to help a poor economy find its feet is just impossible to understand. 

What the international agencies pressing for free trade have not done is as 
significant as what they have done. The GATT and WTO agreements have made 
no efforts to limit the powers of multinational corporations, despite calls for a 
code of conduct on take overs, power of monopoly, profit-repatriation, driving 
out smaller competitors by temporary price cutting, forming strategic alliances 
and tax avoidance through transfer pricing. Yet GATT and WTO have been 
pursuing to the last minutiae agreements on patent rights of genetic material, 
intellectual property rights, corporate property and trading rights, and the powers 
of the WTO to fine governments. A farmer who saves patented seed grown from 
his previous crop, for replanting, will be in breach of international patent law. 
Meanwhile, the power of large MNCs to set prices, form cartels, asset strip 
smaller domestic competitors and acquire contro! of a small nation’s industrial 
lifeblood by corporate raiding has not been touched. One can see exactly what the 
priorities of GATT and WTO are, and where their allegiance lies. 

The favouritism and licence that is blatantly being granted to corporate and 
international money power reaches a new high in the Multilateral Agreement on 
Investments (MAI). This agreement, which has been drawn up by the OECD, is 
nothing but a charter for multinational power, profit and protection. Within the 
MAI, no attempt has been made to prevent, or even comment on, the massive 
financial inducements or tax concessions that multinationals extract from 
national governments; however the MAI expressly forbids any nation to make 
payments to its own industries that are not also made to the multinationals. The 
MAI also forbids countries to place any requirements on multinationals for the 
employment of nationals, the purchase of domestic goods and services, or the 
transfer of technology. Multinationals are to have unfettered and unconditional 
investments rights. No nation state may exclude a foreign investor from any 
economic sector not covered by an exemption. MAI forbids nations to pass any 
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regulation over the repatriation of profits by multinationals, either as an initial 
condition or a subsequent control, irrespective of any effect that such monetary 
efflux may be having on the economy. MAI forbids the control or regulation of 
foreign investments by taxation or law, including environmental regulation, 
without full market-rate compensation. There is provision under MAJ for a 
tribunal whereby multinationals may take nations to court, but it is expressly 
stated that this tribunal may not be used by countries against multinationals. 

MAI masquerades under the guise of seeking equal treatment of foreign and 
domestic investment. However, none of the indefensible practices of multina- 
tionals have been addressed, whilst all the controls that nations with either the 
wisdom or economic strength have insisted on, to ensure that such investment is 
not either damaging or exploitative, have been expressly forbidden. In the run-up 
to the MAI being signed, OECD countries are allowed to register national exemp- 
tions to the treaty. It is worth noting that America has insisted on a clause 
removing all US state assets and natural resources from the agreement. Once 
signed by the 29 OECD nations, acceptance of the MAI will quickly become the 
pre-condition for international investment, however the poorer nations will not 
have the opportunity to seek any exemptions whatsoever. 


Manipulated consensus 


In January 1990, Barber Conable, president of the World Bank, made a 
grandiose claim. ‘If I were to characterise the past decade, the most remarkable 
thing was the generation of a global consensus that market forces and economic 
efficiency were the best way to achieve the kind of growth which is the best anti- 
dote to poverty.’ 

It is indeed truly remarkable that such a consensus should have been achieved, 
because in fact there was, and is, no such consensus. In India there have been 
demonstrations of up to a million people opposing the arrival of the Pepsico 
corporation, who are using contract farming to produce export crops and to supply 
fastfood chains, in a country which has one of the highest levels of rural malnu- 
trition in the world. In the Philippines, several hundred thousand farmers have 
protested against GATT because it threatens to destroy their system of agriculture. 
Where is the consensus here? There is not even an academic consensus, as can be 
seen from the growing literature in criticism of rampant free trade. But as all polit- 
ical figures know, if you talk about the existence of a consensus for long enough, 
you can persuade more and more people that such a consensus exists, that it repre- 
sents the only sensible opinion, and eventually you can create that consensus. 

A classic example of this manipulated consensus towards free trade and supra- 
national government is occurring in Europe, in the move towards European 
Union. Europe gives us a chance to learn what is actually involved in a move to 
free trade between debt-driven economies. We have the opportunity to witness at 
first hand the reality of breaking down national borders in response to aggressive 
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economic growth. We can observe and experience the effect of unleashing the 
output from nineteen national economies upon each single domestic market, and 
compare it with the detached ideal of free trade where ‘everybody is valued and 
paid a decent wage’. The reality in practice is that every single nation is suddenly 
in a minority of one, subject to the predatory trading of eighteen other nations, 
without the power to defend its citizens economically or politically. The only 
response each nation can make to the influx of foreign goods is to throw the 
economy into competitive export overdrive and retaliate in kind, whilst the only 
protection and regulation is the cumbersome bureaucracy of Brussels. The reality 
is something we can see, and are acutely aware of in our own experience in the 
development through interference, bitterness, waste, burgeoning transport and 
mounting inefficiency of the European Union. 

Brussels bureaucrats have imposed quotas that prevent nations supplying suffi- 
cient milk, or steel, or coal for their own markets, so that other nations have 
protected export rights. Tens of thousands of regulations have been passed, legis- 
lating on lettuce-growing, cucumber shape, apple size, selling home-made jam, 
dolls house toys, cheese manufacture, abattoir methods, kitchen surfaces, 
vegetable washing, chocolate fat etc. etc. etc. The policy of the EU is to promote 
trade by legislation, and what big business and what the most powerful European 
nations want has been conceded throughout, whilst national preferences and local 
and regional economic supply have been compromised and persistently placed at 
a disadvantage. 

The European Union, as it is presently being pursued, is nothing less than the 
deliberate redrawing of the political map of Europe in response to debt-driven 
economic growth. It is resulting in the destruction of the varied culture of one of 
the most creative civilisations the world has ever known, by the distorting power 
of money and the economic imperatives of the twentieth century — employment, 
trade and growth. 


Global politics and the environment 


It is sometimes claimed that only international agreements and the force of 
supranational legislation can defend the environment against humanity’s 
economic activities. But again, all the evidence is to the contrary. When pollution 
limits or environmental standards have eventually been agreed at the international 
level, these have almost without exception been deliberately slack, so as not to 
penalise certain powerful nations, and also not to allow any nations to be treated 
differently. Often, the agreements have been no more than intentions or ‘goals’, 
and have regularly been breached by the signatories. Not only has there been little 
progress by the international agencies themselves, many efforts by individual 
nations to pursue more protective environmental policies have actually been 
declared illegal, and forbidden by international bodies such as GATT, the WTO 
and the European Union. 
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Indonesia, for example, attempted to ban the mass export of raw logs and rattan 
from its rainforests in 1985. The move was objected to by the EU and forbidden 
by GATT. Indonesia continues to lose its rainforest at an alarming rate. GATT also 
ruled that Canada’s attempt to conserve the fish stocks of the North West Atlantic 
were illegal. When Germany tried to ban pentachlorophenol, they were prevented 
by the European Union. The Dutch were prevented by the EU from making 
catalytic converters compulsory at the same time as the US in 1983, prevented 
from giving tax relief to cars using catalytic converters, not allowed to restrict the 
use of cadmium in the plastics industry, and stopped from introducing controls on 
bottle sizes to promote bottle recycling — all because these moves were deemed 
in some way ‘restrictive of trade’. Generally, the complainants in these cases were 
international corporations. 

There are countless such examples involving either natural resources under 
threat, or initiatives to protect sensitive industries, resources and environments — 
all of which have fallen foul of the laws of GATT, the WTO and the EU. Yet 
these are real situations, whereas GATT and the EU are just economic and polit- 
ical ideals, applied in the hope they will get the world somewhere. But the EU has 
failed in its undertaking to clean up the Danube, failed to control emissions of 
most target pollutants, failed to legislate effectively against PCBs, and failed to ban 
damaging fishing practices and so protect North Sea stocks. The idea that 
national integration and supranational economic control are the best way to 
protect the environment is a huge myth, if for no other reason than that the inef- 
ficiency and waste of allowing an unbalanced form of economic growth to run 
rampant across the globe poses a threat to the environment that is beyond the 
powers of any legislation to monitor or control. 


Summary 


The arguments in favour of free trade tend to be theoretical and abstract. Free 
trade will create jobs, bring prosperity, further cooperation. These abstract goals are 
passionately held in defiance of the facts. By contrast, the books which criticise free 
trade, Third World debt and corporate power are characterised by a vast number 
of case histories; actual examples from the real world of the travesties caused. But 
the free trade ideal, like the European Union, is an idea that so grips the imagi- 
nation of politicians that they cannot accept that such countless incidences betoken 
that a totally inoperable approach to international affairs is being pursued. 

Where free trade is questioned, the remedy has been to recommend another tier 
of unelected, unaccountable international power. Thus, in the wake of the Asian 
financial crisis, there has been much talk of the need for an international body to 
oversee and regulate international capital flows. George Soros has suggested that 
the IMF should be granted these powers. But it has been the IMF's policy of 
requiring nations to drop any form of control over inflows and outflows of inter- 
national finance that has, more than any factor other than banking itself, created 
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the problem of irresponsible global capital. The IMF has prevented individual 
nations regulating the influx and efflux of finance, and now that this has been 
shown to cause a problem, the suggestion that the IMF should regulate the 
complex global problem it has helped create, in line with an economic model 
which has repeatedly proved inadequate, is pure political naivety. 

For the IMF to regulate capital flows whilst the OECD is pushing forward with 
MAI — protection for investors to make and withdraw investments without 
restraint — would appear to be contradictory. In fact, both are a policy of 
increasing centralisation of power. The IMF, having already removed individual 
nations’ powers to regulate financial influx and efflux, would assume this role 
themselves, and with it assume regulatory powers over the commercial world’s 
powers of investment. Anyone with the slightest knowledge of the frightening 
arrogance displayed by the IMF and World Bank, and the callous manner in 
which they have cooperated with commercial banks to engineer the debt-slavery 
of whole peoples, cannot but be horrified at such a notion. 

Free trade is a natural goal, but before the policy can be successfully pursued 
nations have to be on an equal, or at least an independent, footing. This clearly 
requires an end to the illegitimate debts suffered by so many of the developing 
nations. Each nation is best placed to monitor its own economy and set its own 
priorities, and this includes the inflow and outflow of capital. The restoration of 
such powers, backed up by an international code of conduct for multinationals, 
would provide some counterbalance to the otherwise cavalier actions of corpo- 
rate finance. And if it be though that such moves would reduce investment in 
developing nations, it should be remembered that most of these nations have 
resources upon which the more wealthy nations are heavily dependent. 

The reasons why nations have tried to erect protectionist barriers also need to 
be understood. The elimination of barriers to exports and imports cannot solve 
our trading problems, because those barriers were not the cause of our trading 
problems. The barriers were there to attempt to control problems being caused by 
trading. The restrictions to trade were necessary because of an aggressive form of 
economic growth that constantly resulted in an aggressive approach to exporting. 
The economic problems which free trade is supposed to solve have their origins 
within national economies. And just as Third World countries need to be able to 
establish their own economic infrastructure and trade from a position of stability, 
we need to find a solution to aggressive exporting from within our developed 
economies. There is clearly a shared need to find an alternative to the debt-based 
financial system. 


1 Chery! Payer. Lent and Lost. Zed Books. 1991. 
2 The Observer. 5 January, 1997. 
3 James Goldsmith. The Trap. Macmillan. 1994. 
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History (part 1): 
The origins of debt financing 


U: to this point, the financial system has been analysed in a wide variety of 
contemporary contexts. A further dimension is added by going back in 
time. The history of money and the origins of the debt-based financial system 
both offer a vital perspective on the case for monetary reform. First of all, we are 
able to understand how the current financial system came into being. Second, the 
repeated calls for monetary reform can be seen in their historical context. Finally, 
it becomes clear that, although the financial system has been adjusted and refined 
from time to time, there has been no alteration in its basic defect. Indeed, this 
defect, which is that additional money is issued as a debt, has been increasingly 
enshrined over the years. 

During the Middle Ages, the basis of the European currency was either silver 
or gold. These two metals varied in relative importance from nation to nation and 
from time to time, but generally speaking both were in circulation. Along with the 
occasional addition of base metal coinage, these provided a medium of exchange 
which, by comparison with today’s, was relatively stable. The essential difference 
was that this metallic currency had not been borrowed into existence; it was a 
permanent money stock, present in the economy without a background of debt. 
In medieval England there was little inflation, in the sense of constantly rising 
prices, and what is most striking, the general population enjoyed a standard of 
living that was almost unequalled until the beginning of the twentieth century. 
The startling evidence concerning standards of living, incomes and prices, is 
presented later on after the increasingly cruel economic events of the seventeenth 
and eighteenth and nineteenth centuries have been discussed. 

Throughout the Middle Ages, the money stock grew only gradually. There 
were two principal methods whereby it was increased. The first was by addition 
on a natural basis. Mines throughout the world provided a supply of gold and 
silver, and though not all was used for currency, the stock of gold and silver 
coinage rose steadily, again without contributing to a background of debt. 
However, as the demand for currency grew with increasing trade, there were peri- 
odic shortages of coinage, especially since merchants traded abroad in gold and 
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silver. These shortages often affected the amount of money the monarch was able 
to collect by taxation, and so another method of increasing the money stock was 
sometimes practised. 

By calling in the coinage, melting it down and re-minting, with a reduced 
amount of silver in the coins, a larger number of coins could be produced. In 
England, Henry VIII heavily debased the coinage in this way, and the practice was 
repeated under the protectorship of the Duke of Somerset. This caused consid- 
erable problems because, although the money stock was nominally increased, the 
currency was worth less when foreign trade was conducted. Elizabeth attempted 
to restore the value of the currency by the reverse process — she called in as much 
of the coinage as she could, and re-minted the silver into fewer coins with a higher 
silver content. As a result, there was for the first time a truly acute shortage of 
money. Wages were forced down, poverty became rife, and merchants, farmers 
and artisans all suffered. Living standards for common people fell considerably 
below those of the previous century and, in search of a market, merchants and 
farmers sold much of their produce abroad, notably to Spain, in return for gold 
and silver. Meanwhile, with the shortage of currency, money lending was 
becoming an increasingly important factor in the economy. 

Money lending, or usury, had long been practised, and always distrusted and 
despised. The original form of usury involved simply lending gold or silver 
coinage, and the charging of interest on that loan. This simple form of lending 
did not increase the total money stock within the economy. However, a more elab- 
orate form of money lending became widespread in the sixteenth century; a 
method which created large quantities of additional currency as a debt. 

People often deposited their gold with a goldsmith for safe keeping and in order 
to gain interest. These depositors were given a receipt; a promissory note that guar- 
anteed that they could reclaim their gold. When other people borrowed from a 
goldsmith, they often did not collect the actual gold they were being lent, but also 
took a promissory note, since this was less cumbersome. At any time, either the 
original depositor or a borrower could pass on their note to another person as 
payment, and whoever received it could then go to the goldsmith and obtain that 
quantity of gold from him. On the surface, no duplicity is involved, merely a conve- 
nient method to avoid carrying around quantities of gold. But if a promissory note 
is issued on deposit, and another promissory note is issued for a loan, there are two 
promissory notes circulating in respect of one quantity of gold! 

Goldsmiths were only able to manage this because they found that their notes 
began to circulate for long periods, and to return with decreasing frequency. The 
original depositor might not require his gold for months or even years, and 
promissory notes issued to both depositors and borrowers often passed through 
many hands, always being accepted as a guarantee of gold. Then goldsmiths 
discovered that, by calculating the frequency with which their clients, whether 
depositors or borrowers, came back to exchange notes for gold, they could safely 
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issue far more notes than the total of the gold they held. Not only could the gold- 
smiths issue a promissory note to the original depositor and to one borrower, they 
could issue notes to several borrowers. A goldsmith might issue notes promising 
to pay in total £20 in gold, when in fact he only held £5. In effect, they would 
‘lend’ the same quantity of gold several times over, each time issuing a promis- 
sory note for that gold. These notes began circulating as currency, and multiplying 
the amount of money considerably. 

In effect, the goldsmiths’ notes became a new form of money broadly 
accepted on the understanding that, should the current holder ever require that 
gold, it could be obtained. But, of course, it could not be obtained by everybody 
who held a note, since far more notes than gold had been issued. There were 
many occasions when a goldsmith would suddenly be faced with all £20 worth 
of promissory claims, from depositors and from various people who had been 
paid with notes issued to borrowers. The goldsmith would then be quite unable 
to pay out that quantity of gold; he had issued total promises which he could not 
keep, and if confronted by the holders of all these notes in too great a quantity, 
he would be bankrupt. The term ‘bankrupt’ comes from Italy, where the bench or 
‘bank’ from which the goldsmith plied his trade would then be broken to signal 
his failure. 

Of course, a goldsmith did not go down without a fight, and was able to cause 
mayhem by trying to stay solvent. For, whilst he might receive demands for £20 
from people who held his promissory notes, he also had people who had origi- 
nally borrowed from him, thus he had at least £20 of debtors — people who owed 
him money. Indeed, since he required interest on all his loans, he was probably 
owed considerably more than £20. By calling in his loans, and requiring them to 
be paid in gold, in which form the original loans had not been made, the goldsmith 
would effectively force his debtors to obtain for him in gold the quantity of note- 
money he had created. 

This was the antecedent of today’s financial system, and its historical origins 
show it to be one of pure deceit and counterfeiting. The more promissory notes 
he issued, the more interest the bank or goldsmith obtained. And even though he 
was placing himself in a vulnerable position as guarantor of a quantity of gold 
that did not exist, the excessive promises he had made were always backed up by 
an equivalent amount owed to him by debtors. Not only could he require his 
debtors to pay him in gold, when he had actually loaned them paper, but the 
moneylender would have his loan secured against the debtor’s property, and could 
take possession of this if the debtor defaulted. Thus, the goldsmith could acquire 
the debtor’s property, and if necessary sell it to obtain sufficient money to satisfy 
his creditors. Goldsmiths sometimes foreclosed on a debt when they had no need 
to, thus acquiring property that might be worth considerably more than the orig- 
inal debt. This was particularly the case with land, and as bank lending became 
more and more significant, ‘mortgaged’ estates and farms became widespread. 
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There was absolutely no difference in method of operation between the 
moneylenders, who brought ruin to the unfortunate and the unwise, and the first 
banks. The early banks were simply moneylenders who operated from business 
premises; their ‘bank’ was thus a property, which suggested both respectability to 
borrowers and financial security to depositors. But the method was the same; each 
bank would use the gold deposited with it as a ‘fractional reserve’, against which 
it issued its own notes, drawn up by itself. It was their ability to create a paper 
substitute for gold, to create it in large quantities, charge interest on this artificial 
currency and thus acquire considerable wealth, all essentially by fraud, which 
gave both banks and money-lenders such a despised reputation. 

In the seventeenth century, the lack of metallic currency became increasingly 
serious as gold and silver production from mines began to run low. The call for 
more money became ever more urgent. The amount of revenue that the King was 
able to collect through taxation was hit, and this lead directly to the formation of 
the Bank of England, and the national debt. King William had already amassed 
debts totalling £20 million, and was experiencing difficulties in paying his army. 
In 1682, Sir William Petty wrote his Quantulumcumque concerning the amount of 
money} 


What remedy is there if we have too little money? Answer; We must erect 
a Bank, which well computed, doth almost double the Effect of our coined 
money: And we have in England Materials for a Bank which shall furnish 
Stock enough to drive the Trade of the whole Commercial World. 


History may one day give this the dubious status of the wrongest answer of all 
time. However, in line with this suggestion, the Bank of England was set up by 
Royal Charter in 1698. William Patterson, a prominent banker, agreed to supply 
the King with gold from his bank’s reserves, and also with paper money, essen- 
tially in return for becoming sole banker to the Treasury. The Bank of England’s 
charter includes the written condition ‘The bank hath benefit on the interest on all 
monies which it creates out of nothing.’ By reason of the government financing its 
activities through borrowing, rather than exercising the right to create money, 
which the situation clearly warranted, the national debt was instituted. From that 
day to this, the government has remained in permanent debt. 

During the latter part of the seventeenth century, the role of banks in 
increasing the nation’s supply of money was widely recognised and in 1704 
promissory notes were declared legal tender by statute. In 1729, an anonymous 
essayist wrote; 


Our present stock of money of all sorts, especially silver, is altogether insuf- 
ficient for carrying on that variety of business, which must every day be 
negotiated among so many people, which business must of consequence 
frequently stand still in some branches, and move very slowly and heavily 
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in all the rest. And were it not for bankers’ notes, which we have passing in 
good plenty, it would be impossible to manage our domestic traffic half so 
well as we do.” 


However, the amount of bank-created paper currency was beginning to cause 
problems. From time to time there would be a ‘run on the bank’; a panic to cash 
in promissory bank notes for gold. These stampedes for gold would often spread 
from one bank to another and began to take place in waves, as confidence and 
economic conditions fluctuated. Each bank was lending far more notes than the 
sum of gold held, and these notes circulated broadly as currency. With a general 
loss of confidence by holders of notes, there was absolutely no way in which all 
the note holders could be supplied with gold. Goldsmiths and banks did go bank- 
rupt, and in large numbers; and they pulled down their debtors with them, 
plunging a town and often an entire region into chaos. People with notes rushed 
to the banks to ‘claim their money’, the banks paid out what gold they had. Then, 
as their reserves of gold fell, banks stopped lending and tried to call in their loans. 
Eventually, after many bankruptcies, when many properties and businesses had 
been taken in lieu of unpaid debts and sold off, and after the total stock of money 
in the economy had fallen, often dramatically, the economy would begin to 
recover. Gold would gradually be re-deposited, and money lending would 
recommence. The early business cycle had begun to take shape. 

Many ‘country banks’ were set up across England in the eighteenth century. 
These country banks were often criticised for their over-zealous lending in healthy 
times and severe contraction of bank credit in bad times. John Wheatley later 
wrote of these banks; 


I shall endevour to prove that the paper of country banks must ever form an 
inefficient and dangerous medium of circulation, from its liability to 
sudden contraction in the period of alarm; and its tendency to as sudden an 
increase in the moment of security.? 


Plague and bad harvests had often struck the economy, but with the periodic 
collapse of bank credit a new phenomenon began to appear; economic depres- 
sions spread across the country causing appalling poverty, often in the midst of 
plentiful harvests. From the sixteenth century onwards, these depressions 
occurred more and more regularly. They might be localised or widespread. They 
might be precipitated by the collapse of a single bank, which would spread fear 
amongst all depositors and holders of bank notes, and lead to a general demand 
for gold. More often, in anticipation of such events, or in response to the collapse 
of banks in certain towns, banks everywhere would tighten up on their lending 
and try to call in loans. Sometimes, events would be triggered by the loss of gold 
reserves abroad, since gold and silver were required for trading. Whatever the 
trigger, the result was that bank credit collapsed, the entire economy was hit and 
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traders, farmers and merchants across the land would face ruin in the midst of a 
productive economy. 

In those days, a businessman could be gaoled for his debts and these debts 
could be passed on to his heirs, who could also be subsequently gaoled. The value 
of property had begun to fluctuate, dropping substantially under these depres- 
sions. A farmer or merchant could suddenly discover that the value of his entire 
estate was overshadowed by what had been quite modest borrowing. Bankruptcy 
and the debtor’s gaol beckoned. It was tough enough for the merchant and landed 
classes, but for the poor, the ruin of a farm or business and the impact of a depres- 
sion on the economy spelt disaster. Agriculture was always badly affected, since 
then as now many loans were raised against land. It was during the eighteenth 
century with the wild fluctuations of bank credit, regular waves of bankruptcy 
and grinding poverty despite plenteous harvests, that the calls for monetary 
reform began in earnest. 

In 1705, John Law produced what was probably the first substantial treatise on 
monetary reform; Several Proposals offer'd to remedy the difficulties the nation is under 
from the great scarcity of Money.4 He called for a commission to be appointed by 
Parliament to create and lend paper money on the security of land ownership; 
‘,,.to authorize the commission to lend notes on Land Security, the debt not 
exceeding one half, or two thirds of the value: And at the ordinary interest’. 

Because land could not be taken abroad, like gold and silver, the community 
would not lose the reserve against which it raised money, hence John Law 
claimed that ‘Land pledged is better than silver pledged and ... we may have 
money equal to the demand, by applying our land to that use.’ At first sight, Law’s 
might seem a curious proposal, since landed debt was acknowledged to be a major 
part of the growing problem facing agriculture. But he wanted the process of 
money creation regulated to provide a steady level of notes, rather than the wild 
fluctuations in the amount of paper money that were associated with early banks. 

Bishop Berkley was more deeply critical of the financial system. In 1746 he 
asked; 


Whether the quantities of beef, butter, wool and leather exported from these 
islands can be reckoned the superfluities of a country, where there are so 
many natives naked and famished? Whether we are not in fact the only 
people that may be said to starve in the midst of plenty? Whether it be not 
a mighty privilege for a private person to be able to create a hundred pounds 
with a dash of his pen?> 


Similar criticisms of the very principle of allowing banks to create money 
began to be made. In 1793, Edward King wrote: ‘The issuing out of any notes for 
general circulation ought to be as sacred to government ... as the issuing out of 
gold and silver coin is sacred to government; and to the mint at the Tower’. An 
anonymous Essay upon Money and Coins stressed the dangers of excessive lending; 
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Bills of undoubted credit, are of great conveniency in large payments, and 
besides, save the wear of the coin. But their extent should be restrained 
within due bounds: Should they increase much beyond the real stock of 
bullion that ought to be in their stead, they would prove mischievous two 
ways; by increasing in effect the quantity of circulating cash beyond its 
natural level; and by endangering, in a cloudy day, their own credit. But the 
profits to be made by lending, as J may say, of credit, are temptations too 
strong to be resisted; and it may be questioned, if any of the banks now 
subsisting, keep exactly within the above rule, tho’ some of them are formed 
upon the very model here laid down.’ 


Levels of gold and silver in the nation often fluctuated considerably, sometimes 
dropping to 10% of the amount a few years before. This was partly due to the fact 
that exports and imports were almost exclusively conducted using gold and silver 
coinage, since bank notes were not much trusted outside their country of issue. 
In 1797, just as England faced war with France, the loss of gold and silver abroad 
was so serious that a crisis was precipitated. The problem was that, with so little 
gold in their reserves, the banks, including the Bank of England, were completely 
insolvent. Of course, they had actually been insolvent for many years, having 
issued bank notes well in excess of the gold, or ‘specie’, that they held. But with 
the loss of ‘specie’ abroad, bank lending completely dwarfed the amount of 
remaining gold. Between 1794 and the end of 1796, the gold in the Bank of 
England reserves fell from £7m to just £1m, whilst there were bank notes in excess 
of £16 million in circulation. The major banks began to restrict the issue of 
further loans, but all this did was warn people that a banking crisis was imminent, 
and thus prompt a huge demand across the country for notes to be exchanged for 
gold. An all-out run on the banking system threatened. 

This had happened before, of course, but on this occasion it occurred exactly 
when the government needed to raise money to finance the war with France. 
There was no choice but to protect what little gold stocks remained and, in the 
meantime, raise money by other means than banking against gold. In February 
1797, for the first time in the history of British banking, the exchange of bank 
notes for gold was officially suspended and Britain ‘left the Gold Standard’. The 
period from 1797 to 1815 was known as ‘the restriction’. Not only were gold 
payments suspended, there was no mathematical limit or physical base to the 
currency. The nation’s currency then became founded solely on bank lending; 
banks regulated their affairs by balancing paper money advanced to borrowers 
against re-deposited paper money, essentially as we do today. 

Government borrowing increased the national debt from approximately £300 
million to £773 million between 1797 and 1815, the funds raised going to finance 
the Napoleonic Wars. Meanwhile, the country banks also increased greatly in 
number. In just thirteen years from 1797 to 1810 their numbers rose from an 
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estimated 80 banks throughout the country, to over 700. These banks issued their 
own notes in large quantities, but instead of a gold reserve, they used Bank of 
England notes as their fractional reserve, against which they then issued their own 
money. The economic consequences of this period of financial confusion were to 
produce what is without doubt the most tragic and disgraceful period in British 
social history. 

The problems began to appear when the war with France ended. In 1815, the 
year after Waterloo, country banks and city banks started to call in their loans, and 
restrict lending. The money stock began to collapse. The total of bank deposits 
declined from £48m in 1814 to £34m in 1816 and ultimately to as little as £16m 
in 1822. This had the most appalling consequences throughout the country, which 
are discussed in a moment. First, it is important to understand how this massive 
contraction in the nation’s money supply came about. 

The reason for the decline in the amount of paper money in circulation was 
not that the banks wanted to call in their loans, but that they had to. The govern- 
ment had fought its war, and was now determined to pay off as much of the 
national debt as possible. The national debt consisted then, as now, of an issue of 
time-related bonds. All the government had to do was pay off the short term 
bonds as they matured, by taxation, at the same time refusing to create any more 
money through the national debt. This automatically lead to a withdrawal of 
Bank of England notes from circulation, and a decrease in the total money stock. 
This decrease was made worse by the fact that the country banks were using Bank 
of England notes as their reserves. So, as Bank of England notes were called in, 
the effect was magnified in the country banks. In a sense, the government did 
nothing except meet its financial obligations, and the Bank of England did 
nothing but manage the repayment of debts the government had undertaken, and 
the city and country banks did nothing except cut back on their loans to keep a 
prudent proportion of Bank of England notes as reserves. 

Everybody did nothing but what the situation appeared to demand in finan- 
cial terms, but the effect was catastrophic. The nation had built up a money stock 
of £48 million, almost all of it without the back-up of gold, which meant that this 
money had been created by bank lending. Therefore, the nation was riddled with 
private and public debt. Such severe deflation of the currency as the government 
was attempting was bound to bring disaster. The money in circulation fell and 
demand plummeted. With the difficulty of finding a market, prices started to 
collapse, falling 20-30% between 1814 and 1816, and by 1820 had fallen a massive 
60% in many commodities. Merchants and landowners who had borrowed 
money, and would have been quite able to manage repayments whilst their goods 
were selling at 1814 prices, were crippled by the savage fall in prices. Agriculture 
was especially hard hit, with thousands of farms and estates forced into bank- 
ruptcy. Labourers lost their jobs and became vagrants, whilst all around them the 
land was full of food. Prices fell, but wages fell further, since the debts owed by 
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landowners and merchants relied upon profit margins set at 1814 prices. 
Hundreds of thousands lost their employment due to the bankruptcy of their 
employers, wages across the country were cut again and again and people expe- 
rienced conditions of such grinding poverty that starvation was rife even amongst 
those who managed to retain their employment. The unemployed were reduced 
to a state of such wretchedness that they scoured the countryside for vegetation 
to eat. As the money stock fell from £48 million to £16 million, a wave of poverty 
on a scale never before experienced swept the nation. 

This was when William Cobbett’s invective against banks and paper money 
found ears. Cobbett had long been the champion, not just of the poor, but also of 
the merchants and farmers who suffered so acutely from banking excesses. 


The Bank ... has plunged agriculture and trade and rents and debts and 
credits all into confusion.’ ... Met with a farmer, who said that he must be 
ruined unless another good war should come.’ ... Starving in the midst of 
abundance ... the law church parsons putting up in all the churches thanks- 
giving for a plenteous harvest, and the main mass of the labouring people 
fed and clothed worse than the felons in the gaols.!° 


Some of the poor sought gaol rather than starvation and an upsurge of petty 
pilfering began, with gaols filled to bursting point. Poaching was an offence 
punishable by death or transportation, and so the poor could do nothing but scav- 
enge. ‘The sons of bitches had eaten up all the stinging nettles for ten miles round 
Manchester and now they had no greens to their broth.’!! In 1816, the Ely riots 
took place, in which farm labourers, out of work because the farms on which they 
had worked had either gone bankrupt or been forced to lay them off, demanded 
‘bread or blood’. The government hanged five of the ringleaders and transported 
five more for life. 

Forgery, which was almost unknown before 1790, became widespread at the 
turn of the century, and rose to a peak after the Napoleonic wars. Forgery was a 
capital offence, and people could be executed or transported merely for being 
caught in possession of a forged note. Many were. The realisation that the Bank 
of England had itself been creating money, or effectively counterfeiting gold, led 
to a bitter outcry. The political commentator Wooler wrote; ‘The Old Hag of 
Threadneedle Street must have no repose, until she consents to abandon her 
infernal traffic in the blood of those who are tempted to imitate her ragged 
wealth.’'* The Bank of England became involved in decisions as to whether 
clemency was to be granted to forgers, and hence she was even more deeply impli- 
cated in the controversy. Cobbett commented; 


This villainous bank has slaughtered more people than would people a state. 
With rope, the prison, the hulk and the transport ship, this bank has 
destroyed perhaps, 50,000 persons, including the widows and orphans of its 
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victims. At the shop of this crew of fraudulent insolvents, there sits a 
council to determine which of their victims shall live and which shall swing! 
Having usurped the royal prerogative of coining and issuing money, it is but 
another step to usurp that of pardoning or causing to be hanged.!3 


Although shielded from the worst effects of the depression, there was consid- 
erable unease amongst many from the more literate and wealthy classes, and a 
flood of literature critical of the conditions was published, much of it focusing on 
the financial system. During what became known as the Birmingham protests, a 
spokesman, Thomas Attwood, himself a banker, spoke out against the restrictive 
financial policy. ‘The issue of money will create markets, and ... it is upon the 
abundance or scarcity of money that the extent of all markets principally 
depends.’ Attwood also criticised the financial collapse for causing ‘The secret 
and unjust transfer of the prosperity of the debtors, into the hands of their cred- 
itors; and the far more ruinous transfer of the productive powers of the nation 
from hands accustomed and competent to do them justice, into other hands 
totally incompetent to guide them at all.’ A further book, The Iniquity of Banking, 
attributed to William Anderson, stressed the inherent instability of a monetary 
system dependent largely upon bank debt. 

In 1816 and 1817, the government took action to relieve the distress by 
increasing the national debt. Parliament authorised the issue of Exchequer Bills 
totalling £1,750,000 to finance public works, and for the relief of famine. As F. W. 
Fetter puts it, ‘the operations of 1816 and 1817 apparently brought home to the 
banking and business community ... that the expansion of bank credit, no matter 
what its form, increased the reserves of other banks and eased overall credit condi- 
tions’.> There was a period of relative and short-lived prosperity in 1818. 

However, these additional Exchequer Bills were just what the government did 
not want to issue. The government’s purpose in allowing the amount of currency 
to fall after the Napoleonic wars, was to allow a return to the gold standard, and 
in 1819, an act was passed in which the government committed itself to ‘a return 
to gold’ over the next three years. The government had succeeded in bringing 
some gold into the country, but not nearly enough to provide a sufficient reserve, 
so a ‘return to gold’ automatically required a further considerable drop in the total 
of bank-created money circulating. 

Again, government repayments of the national debt contracted the money 
stock. Again, simply by doing nothing but pay off national debt bonds and bills 
as they matured through taxation, the government effectively allowed the 
economy to collapse under the weight of debt. This lead to renewed and even 
more acute agricultural and general economic distress. The economy virtually 
came to a standstill; prices fell further from 1819 to 1822, some by as much as 
60%, and petitions poured into Parliament for relief. In addition to the destitution 
of the poor, many landowners were hit, and many estates changed hands, often 


196 THE GRIP oF DEATH 


passing into or through the hands of the large banking families, who were the sole 
beneficiaries of this period. 

The gold standard was restored over three terrible years, after which the 
government started to provide Poor Relief again. The idea gradually became 
established that the government could and should exercise its responsibility 
towards the economy by undertaking borrowing during peacetime as well as 
during war. In 1822, £4 million in Exchequer Bills were drawn up. The money 
created and supplied by the Bank of England was used to alleviate agricultural 
distress. On two occasions, Members of Parliament tried to overturn the 1819 act, 
holding it responsible for the widespread poverty, but the motions were 
defeated.!4 Throughout 1823 the economic collapse continued and there were 
more petitions on agricultural distress. Eventually the government made large 
issues of public money via the sale of Exchequer Bills, and by 1825 the money 
stock stood at £25 million and conditions had eased somewhat. 

Then in 1825, with the foreign exchanges unfavourable, substantial quantities 
of gold went abroad, and Bank of England gold reserves fell from £9 million to 
£3 million between February and October. Once again, the private banks began 
to call in their loans and restrict their lending, as they had to, with so little gold 
in their reserves. The further collapse of a now enfeebled and far from productive 
economy threatened such privation and economic chaos that the government left 
the gold standard again. With the private banks forced to recall their loans, the 
only way that the economy could cope was for massive lending to the general 
public by the Bank of England. As loans were called in by banks across the 
country, debtors flooded to London and private borrowing from the Bank of 
England increased from £7,834,000 to £14,987,000 — a simply stupendous 
amount of money at that time — in just two weeks! 

The Deputy Governor of the Bank of England, John Richards said; ‘On 
Monday morning (Dec 12) the storm began, and till Saturday night it raged with 
an intensity that is impossible for me to describe’.? The Morning Chronicle 
reported ‘the scenes which were yesterday exhibited far surpassed anything we 
had previously witnessed. It would be impossible to give an adequate idea of the 
panic which prevailed’.? Jeremiah Harman summed up the Banks actions in 
support of the government; ‘We lent it assistance by every means possible, and in 
modes that we had never adopted before; we took in stock as security, purchased 
exchequer bills, we made advances on exchequer bills, we not only discounted 
outright, but we made advances on deposits of bills of exchange to an immense 
amount ... seeing the dreadful state in which the public were, we rendered every 
assistance in our power’.!° Towards the end of the crisis, the Bank, with nothing 
more to lend, is said to have discovered a final box of unissued £1 notes just before 
it ran out of all paper money, and just sufficient to tide the Bank over to the 
moment when notes began to return to the bank as new deposits: money had 
started to circulate again. 
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But this was money that had been borrowed, and debts have to be paid. 
Between 1829 and 1831 there were renewed agricultural distress petitions, and in 
1833, more parliamentary motions on the recurrent collapse of the financial 
system. In pressing the government to act, much was made of the conditions of the 
rural poor. However, many public and political figures who lived in cities denied 
that there was any particular problem. The historian Macaulay claimed in 1830 
that he was ‘unable to find any satisfactory record of any great nation, past or 
present, in which the working classes have been in a more comfortable situation 
than in England in the last thirty years.’!® William Cobbett found otherwise; 


Experience, daily observation, minute and repeated personal enquiry and 
examination have made me familiar with the state of the labouring poor, 
and, sir, I challenge contradiction when I say, that a labouring man in 
England with a wife and only three children, though he never lose a days 
work, though he and his family be economical, frugal, and industrious in 
the most extensive sense of these words, is not now able to procure himself 
by his labour a single meal of meat from one end of the year unto the 
other.!! 


Later during the century, when some of the suffering had been ameliorated, a 
form of historical research never before undertaken showed the extent to which 
Cobbett and those who championed the poor were right, and people such as 
Macaulay had been disgracefully deluded. Thorold Rogers and later, Albert 
Feavearyear,!’ both working independently, compiled statistics from records 
going back to the middle ages, and the results were nothing short of staggering. 
In his History of Agriculture and Prices,'® Rogers included figures for wages and a 
price index of commodities going back to the fifteenth century. Feavearyear 
confirmed Thorold’s index of prices, and also recorded bank lending and credit. 

An example of Thorold’s findings were that in 1495, the wages of an agri- 
cultural worker allowed him to buy the wheat, malt and oatmeal required 
annually by a family with just 15 weeks work. By 1564, to earn the same store 
of provisions, the figures show that a labourer would have had to work 40 weeks. 
By 1651, he would have needed to work for 43 weeks, and by 1684, his entire 
annual wage would not have sufficed to buy those commodities. By 1725, there 
was a shortfall of some 15-20% in wages to buy the same commodities, and by 
1777, the purchasing power of wages had fallen from Henry VII’s time by a 
factor of between 3 and 4. The wages of agricultural workers and the prices of 
goods during the terrible years after the Napoleonic wars showed such a decline 
from the standard of living enjoyed by the lowliest workers of the middle ages, 
that the fractions and percentages became meaningless. The nation had indeed 
been allowing its poor to starve to death. Thorold Rogers’ conclusion was 
uncompromising; 
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I contend that from 1563 to 1824, a conspiracy, concocted by the Law and 
carried out by parties interested in its success, was entered into to cheat the 
English workman of his wages, to tie him to the soil, to deprive him of hope 
and to degrade him into irremediable poverty... For more than two 
centuries and a half, the English Law and those who administered the Law 
were engaged in grinding the English workman down to the lowest pittance, 
in stamping out every expression or act which indicated any organised 
discontent and in multiplying penalties upon him when he thought of his 
natural rights.!° 


A great mistake is often made when it comes to wealth, which is to blame the 
wrong type of wealth. Rogers, in declaring that the workman had been ‘cheated 
of his wages’, implies that his employers were at fault. But events had shown that 
many of those employers, who were regarded as rich, were in fact poor by virtue 
of debt, and the break up and sale of many estates, farms and businesses, due to 
bankruptcy, is a recurrent feature of the history of debt financing. The contrasting 
fortunes of the wealthy-who-get-the-blame, and those who wielded the real power 
of money was never more apparent than during the industrial development of the 
Victorian period. 

Everyone is aware of the terrible workhouse conditions and childhood labour 
of Victorian times. Robert Owen had no doubt about the cause of the disgraceful 
exploitation; for him, it was ‘greed of gain’. Now, it is true that such mill owners 
and factory owners must accept due blame for their often atrocious actions. But 
what is seldom acknowledged or understood is that these new factories were often 
set up using borrowed money. Moreover, the climate was one in which perhaps 
80% of the population could barely feed itself, let alone buy the goods being 
produced in workhouses. These were the worst financial conditions the economy 
had ever known. Selling was hard, prices were low, and early industry was laden 
with debts. Just as today’s multinationals employ the poor of the Third World at 
appalling rates of pay, and just as they excuse this as ‘some employment is better 
than none’, so the workhouses and factories of Victorian times considered that 
they were doing a service to the poor. The poor were not being left to starve; they 
were at least provided with work and food. As for the owner, it should be remem- 
bered that setting up a business in these days was not just a financial risk; if the 
business went bankrupt, the owner would in all probability be ruined, his family 
thrown onto the street, and he thrown into debtors’ jail. And this often happened. 
Fear and awareness of the precariousness of any new venture, as much as greed, 
lay behind the terrible conditions in which the poor and young became factory 
functionaries. 

By contrast, the massive wealth offered by money creation is shown in the 
fortunes made and spent by those involved in banking and financial speculation. 
At the same time as the nation was struggling to stabilise its financial system, 
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operating on a total money stock of between £16 and £35 million, and concerned. 
MPs were petitioning the government to draw up public debt and create sums in 
the region of perhaps £2 or £3 million, sums of a far greater magnitude were 
being handled by bankers and financiers. It was during the early nineteenth 
century that Nathan Rothschild built up his vast fortune. Rothschild claimed to 
have multiplied his initial £20,000 capital no less than 2,500 times over in the 
course of just five years, to a total personal fortune of £50 million — vastly in 
excess of the entire money stock of Britain! Rothschild achieved this by buying 
up many of the British government loans of this period, and also dealing in the 
public debts of other European nations. Indeed, he came to be relied upon person- 
ally by the British government for his ability to obtain gold abroad, and bring it 
into the country.?° If it seems incredible that a single person should actually 
manage to gain funds in excess of the money stock of an entire country, it should 
be remembered that the national debt at this time stood in the region of £850 
million. Through purchases of government debt, acquisitions of gold abroad, 
banking against a fractional reserve and thereby creating money; through 
charging interest on this money and by foreign exchange transactions involving 
other countries, Rothschild and others built up financial empires of colossal 
power; empires that persist to this day. 

Thomas Johnston catalogued some of the activities of those who were the 
truly wealthy.2° The international banking class dealt principally in foreign loans, 
often with deeply political overtones. In 1820 and 1824, sums of £2,000,000 and 
£4,750,000 were loaned in support of rebels in Colombia against Spanish rule. 
Major British bankers also purchased £2,800,000 of Portuguese bonds to support 
Dom Pedro’s attempt to gain the Portuguese throne. British financiers made loans 
to Argentina, Prussia, Spain, Naples, Guatemala, Russia, Mexico and Denmark. 
America received a total of £15 million. In fact, a staggering total of £100,000,000 
was ventured abroad during the first 25 years of the nineteenth century. Some 
25% was lost immediately without trace, and even more of the loans were even- 
tually defaulted on. But the ability to create money, and rely upon interest on an 
unrepayable government debt, plus the constant demand for additional! public 
debt to prop up struggling governments and economies, meant that such losses 
could easily be sustained. These were gambles for money and influence. 

In addition to its bankers, the eighteenth century had its share of crooks and 
con men; people infamous at the time for misappropriating company funds, 
deception and embezzlement. A typical scam involved setting up ‘shell compa- 
nies’. These were companies that were intended from the start to go bankrupt, but 
only after those in charge had syphoned off vast sums of investors’ money. 
Famous public figures, paid a retainer for their services, were used to promote 
these companies, thus attracting money on the stock exchanges. After the firm 
had been declared bankrupt, the owners were protected by limited liability from 
punishment for that bankruptcy; it was the small saver who was persuaded to put 
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his money into such enterprises who lost out. Another more simple scheme was 
simply to make excessive share issues and then allow the company to go into 
decline; later, when bankruptcy was expected and the value of the shares had 
plunged, these shares could be bought back for a pittance. The company would 
then be revived, and the shares soar in value. 

This was a financial wealth built out of, and contributing to, a period of 
economic chaos; a wealth founded upon the creation of money, which then as 
now presents such a scrupulous image of fairness but which is based upon the 
covert practice of counterfeiting; a wealth which took advantage of the fluctuating 
economic conditions; a wealth which shifted the entire blame for widespread 
poverty onto the struggling farmers, mill owners and workhouse bullies. For they 
had borrowed, and should they not repay? Just as the nation had borrowed, and 
must also repay. It was in this financial environment, against a background of 
crippling poverty, that the industrial revolution took place, and it is not in the least 
surprising that it should prove as harsh a period as it did. 

In 1835 and 1836, economic activity began to pick up with the huge financial 
expansion associated with industrial improvements and the new railways. This 
was a speculative period, and the increase was an increase of private borrowing 
associated with the industrial revolution. In 1837 there was another slump, with 
many bankruptcies, rural decline and increased poverty, which continued up until 
1839. By now, such slumps were being blamed by economists and bankers on 
‘overproduction’ because they seemed to be connected with a cycle, and associ- 
ated with unsold goods. The fact that the majority of the population was reduced 
to total penury was not lost on critics of this theory; ‘It is idle to talk of overpro- 
duction when we have a population clothed in rags, and most sparingly supplied 
with the mere necessities of life.’ This extract comes from an anonymous book, 
The Gemini Letters,> published in 1843, which called for an abandonment of gold 
as the basis of the currency, and the issue of paper money in the amount neces- 
sary to ensure full employment. 

In 1842, John Grey?! called for a complete replacement of the financial 
system. Grey advocated distributing paper money rather like tickets, from 
government-organised industries and agricultural concerns. His is in many ways 
a confused and fanciful scheme. However, he was by no means convinced of its 
merits, and claimed that he presented it merely for discussion. However, of one 
point Grey was utterly convinced; ‘Let it not be supposed that I claim for the 
precise plan of operations here very briefly elucidated, any superlative merit: what 
I contend is, that the present monetary system must be abolished IN TOTO; and 
that another must be established in its stead.’ 

John Grey makes many perceptive observations. At this time, the Corn Laws 
were about to be repealed, and Grey points to America where the cheap corn was 
expected to come from; 
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What would the free importation of corn avail us? Look at America! There 
is corn enough surely, yet is America in no better plight than Great Britain. 
It is, on the contrary, in a worse... A New York paper contains a list of 
nearly seven hundred bankrupts!... Why is this, but because the Americans 
are Utterly Destitute of any proper instrument of exchange... At present there 
is (in England) plenty of corn In The Market, and the evil is not so much the 
want of corn itself, as of money to buy it... There are millions of people in 
England, Scotland and Ireland, able and most anxious to be of mutual 
service to each other; who can be of none for want of a proper medium of 
exchange between them. When the question is asked whether store houses 
are empty or not, as the cause of such distress... Full! Full! Full! is the one 
monotonous response to every enquiry of the kind. Houses, furniture, 
clothes and food, are all equally abundant; whilst a market! a market! is the 
everlasting cry of the myriads, who, to become a market to each other, have 
only to eschew the enormous error which pervades their system of 
exchange.”! 


Pouring scorn on the idea of overproduction, Grey wrote; ‘It is the underpro- 
duction of money, added to a total want of any definite principle, either of 
increase or diminution thereof, which constitutes the real evil.’ 

F. W. Fetter comments on the mounting criticism of banking that was taking 
place; ‘It was increasingly clear that the Bank, and all other banks of issue, were 
not just performing an incident of lending, but were in effect taking over the royal 
prerogative of issuing money’. It was inevitable that the government should be 
forced to act to stabilise the financial system, and in 1844 the Prime Minister 
Robert Peel passed the Bank Charter Act. This Act was intended in part to iron 
out the fluctuations in currency, but in this it manifestly failed. However, in 
presenting the Act, Peel made a clear statement of the government’s rights with 
regard to the creation of money. He stated; ‘Our general rule, is to draw a distinc- 
tion between the privilege of issue, and the conduct of the ordinary banking 
business. We think they stand on an entirely different footing’. 

This sounds wonderful. However the 1844 Act actually stated; ‘The Bank of 
England ... may issue £14 million of notes upon the security of government debt.’ 
Far from the government creating and issuing bank notes, this was to be done by 
the Bank of England, a private company, whilst the government assumed a debt! 
If the government was intending to assume ‘right of issue’, why should the 
money it issued be associated with debt, and more to the point, why should a 
private company be entitled to collect the interest upon that debt in perpetuity? 
The Bank of England’s original charter had laid down that ‘The bank hath benefit 
on the interest on all monies which it creates out of nothing’. Robert Peel’s 1844 
Act simply confirmed this right. This very point was made by The Times, which 
complained that they ‘would like to know how, upon the principles of the Act of 
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1844 the government ... should delegate [to the Bank of England] the privilege 
of creating £14,000,000 sterling for no consideration at all.’3 

The 1844 Act was inept in another sense. The stated intention of the Act was 
to fix a ceiling to the power of banks to create money, and it was thought that this 
could be done by limiting the supply of bank notes to £14 million worth. But by 
this time, cheques and money orders instructing banks to transfer deposits from 
one account to another were in wide use; the decline of the paper bank note and 
the upsurge of number-money was already well under way. This was pointed out 
by many critics, but to no avail. Thomas Fullerton commented; 


Why, the whole bank note circulation of this country might be turned 
tomorrow into a system of book credits transferable by cheque, or all our 
banking accounts might be commuted, on the contrary for promissory 
notes, and in neither case would the course of monetary transactions be 
substantially disturbed or altered ... bank notes are the small change of 
credit, the humblest of the mechanical organisations through which credit 
itself develops.?? 


As Fetter states the matter; ‘The total of notes and deposits, and not notes 
alone, is the significant element in the monetary situation’. 

For all its inadequacies, the 1844 Act is notable for its verbal declaration of the 
rights and responsibilities of government to provide the nation with currency. This 
was certainly what the majority of people thought that the Act was intended to 
achieve. The popular perception of the 1844 act is best summed up by a passage 
from the Westminster Review written in the mid 1850s after Peel’s Act had twice 
been suspended. 


In breaking this monopoly of the Bank, we should be taking a great stride 
towards the attainment of that ideal system of currency which Sir Robert 
Peel must have had in his heart when he passed his currency laws — a 
system under which the state shall be the sole fountain of issue, under which 
no money shall circulate on credit, or if it does, shall circulate on the credit 
of the state... The power of issue is, and ought to be, a sovereign right.? 


Then suddenly, in the mid-nineteenth century, following several more 
collapses, the whole monetary situation was changed dramatically by the 
discovery of new supplies of gold. For decades, the annual world production of 
gold had been about £3 million worth per year; totally inadequate for the world’s 
currency demands. Following the discovery of gold in the USA and Australia, 
world output rose to £40 million per year and in the ten years between 1849 and 
1858 gold production equalled the total production of the previous 4 centuries! 
This had a dramatic effect on the financial system of many countries, including 
Britain. According to Sir Archibald Alison, writing in 1851, the effect was prov- 
idential; ‘The destinies of the world were changed’. In 1857, at a government 
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committee on the Bank Acts, D. B. Chapman giving evidence was asked whether 
the fortune of the country had indeed hung on the arrival of the influx of gold. 
‘No question of it. If we had not had those arrivals to an enormous extent which 
we have had, I defy any person to say what would have been the consequences 
under this [1844] Act.’23 

However, the supply of gold did not last and monetary scarcity soon returned. 
In 1873 George Anderson moved in the House of Commons for a Royal 
Commission on the Bank Act; 


We have set up gold for our idol, we worship it with a senseless superstition. 
If a few millions of gold go out from the bank we straightway plunge into 
insane panic, depreciate all our property, except gold... When our 
commerce is in collapse, when one half of our merchants are ruined and the 
other half on the brink of it, we give the bank leave to issue a few more 
credit notes, as the only refuge from universal bankruptcy. Greater folly, 
greater insanity, greater crime could hardly be. More poverty, more misery, 
more broken hearts and more desolated homes, are due to this one cause 
than all the others put together.?4 


After a heated Parliamentary debate, no action was taken. William Gladstone 
commented on the resistance to changing the banking system. ‘From the time I 
took office as Chancellor of the Exchequer, I began to learn that the state held, 
in the face of the Bank [of England] and the city, an essentially false position as 
to finance. The government was not to be the substantive power, but was to leave 
the money-power supreme and unquestioned’. In 1875 Gladstone commented on 
the 1844 act in relation to Scottish banking; ‘The state ought ultimately to get into 
its own hands the whole business of [money] issue, and that ... course should be 
taken upon the first favourable opportunity’ .25 

Occasional government poor relief continued throughout the remainder of the 
century, whilst the amount of bank lending soared, backed up by the occasional 
input of gold from the American and Canadian gold rushes. In 1893, H. D. 
Macleod, a leading authority on the theory of banking, commented; 


At the present time, Credit is the most gigantic species of property in this 
country, and the trade in debts is beyond all comparison the most colossal 
branch of commerce... The merchants who trade in debts — namely 
bankers — are now the rulers and regulators of commerce; they almost 
control the fortunes of States ... banks are nothing but debt-shops, and the 
Royal Exchange is the great debt market of Europe ... there is not one who 
ever had any more conception of the principles and mechanism of the great 
system of credit than a mole has of the constitution of Sirius.*° 
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America 


In America a similar controversy over banking raged throughout the eighteenth 
and nineteenth centuries. Even when America gained her independence, the 
money debate was in full swing and its seriousness was appreciated. Thomas 
Jefferson’s warning was quoted in Chapter 2. His statement continues; ‘...The 
issuing power of money should be taken from the banks and restored to Congress 
and the people to whom it belongs. I sincerely believe the banking institutions 
having the issuing power of money are more dangerous to liberty than standing 
armies’. The American constitution expressly states that ‘Only Congress shall 
have the power to coin money, regulate the value thereof...’. Whilst this statement 
omits both the paper and credit forms of money which later came to dominate, 
the clear intention is that the creation and issue of money should be undertaken 
by government, not private institutions. All banks in America therefore operate 
in clear breach of the spirit, if not the letter, of the Constitution. 

The development of banking in America and the debate surrounding it had 
many factors in common with that in Britain, but the issues were often far more 
clear-cut. There was a recurrent shortage of gold and silver and the early banks 
compensated by drawing up their own notes, which they issued to both deposi- 
tors and borrowers. Regular depressions began to occur, again with farming badly 
hit. People could not but be suspicious that the whole business of banking was 
fundamentally fraudulent. Most farmers had not been obliged to buy their land, 
and yet were constantly drifting into bank debt. There was determined public and 
political resistance to the activities of the banks that were operating. 

Those who wished to see the money stock limited to precious metals such as 
gold and silver were known as advocates of ‘hard currency’. They wanted to see 
bank activity restrained, so that banks could lend no more than the gold and silver 
deposited or held in reserve. These ‘hard currency’ supporters constantly harked 
back to the constitution, and pointed out that in supplying paper currency in 
excess of their holdings of gold and silver, the banks were creating money in clear 
breach of the spirit, if not the letter of the constitution. Those who advanced the 
arguments of more liberal bank lending were known as advocates of a ‘soft 
currency’. They pointed out that the amount of gold and silver was simply inad- 
equate, and that a paper currency was absolutely essential to remedy this. 

As a result of ‘hard currency’ resistance, many states banned banks for a 
number of years. Andrew Jackson, President in 1828 and 1832, echoed Jefferson 
in denouncing the money power as ‘more formidable and dangerous than the 
naval and military power of an enemy’,!! and he refused to renew the charter of 
the recently formed United States Central Bank. 

Alexander Hamilton recommended the construction of a mint and argued 
that, as in England, the mint should convert privately owned bullion of both silver 
and gold into coins, without charge. Since gold was then in short supply whilst 
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silver was reasonably plentiful, the supply of currency would be ensured by using 
both. A. Hurst explains; ‘Silver spokesmen saw gold to be in such limited supply 
that a legally imposed gold standard spelled an artificial, law-created monopoly 
of money in the hands of those who controlled credit. In contrast, silver had 
come into easy supply so that a silver base ensured that financial men could not 
use the legal framework of money to their peculiar advantage.’2” 

This is a clear recognition of the power dimension of money creation, and is 
an example of the way in which the issues often stand out in greater relief in 
American history. But bankers were by then an extremely powerful lobby in the 
US government, and the use of silver was rejected. The control exerted by bankers 
over government was, as might be expected, based on the power of money. Daniel 
Webster, the Leader of the Senate, was found to be in the pay of the United States 
Central Bank, the bank whose charter Jackson had earlier refused to renew. After 
Webster had undertaken not to pursue a legal case against the bank, he wrote to 
the Bank’s president, Nicholas Biddle, reminding him of their financial ‘arrange- 
ment’; ‘I believe my retainer has not been renewed or refreshed as usual. If it be 
wished that my relation to the bank should be continued, it may be as well to send 
me the usual retainers.’!! 

The banking controversy was brought to a head by the American civil war, 
during Abraham Lincoln’s presidency. In the space of 5 years, the country yokel 
president became one of the greatest figures in political history. Lincoln is prin- 
cipally remembered for his masterly and generous understanding of the 
dimensions of slavery and his handling of the American civil war, but he is also 
a key figure in the history of monetary reform. 

Lincoln had been involved in a minor way in the banking controversy in earlier 
years, but the outbreak of civil war forced him to make a decision. The threat of 
war had led to large quantities of gold being withdrawn, leaving the banks over- 
exposed, with the result that they started to call in their loans. Disaster threatened 
the economy, whilst the government desperately needed funds to finance the war. 
Lincoln asked the banks what loan terms they would offer him, and point blank 
refused to pay the 20-30% interest rates they demanded. So, for the first time in 
history, a government created its own money, debt free. Lincoln instructed the 
Treasury to draw up government-issued money, the notes that came to be known 
as ‘greenbacks’. During the war, some $300,000 of this currency was created by 
the government, and spent into the economy as part of its war expenditure. The 
issue was secured against the credit of the United States, not registered as a debt. 
Not only was the war financed without a debt being incurred, but the issue of 
notes helped the economy at a time when the banking system was under threat, 
and contracting its credit. Chapter 14 discusses Lincoln’s contribution to the 
debate over monetary reform. In his justification of this policy, Lincoln left the 
world one of its greatest political statements; however, before he had an oppor- 
tunity to develop his monetary policy in peacetime, Lincoln was assassinated. 
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The policy of the 1870s in America was one of drastic deflation, owing to the 
withdrawal of the greenbacks, a deflation which caused a fall in the price of wheat 
from over $2 a bushel to under $1 a bushel in the subsequent decade. Many 
farmers went bankrupt, and others found it impossible to get out of debt. Those 
farmers who managed to survive their debt found themselves in a position that 
was to become all too familiar to agriculture; 


The only remedy then was for the farmer to produce more cheaply than his 
competitors by making a freer use of the latest labour saving devices. This 
he did... But inevitably, every invention was soon copied by the competitor 
and it was a hard race to keep always ahead. Once that for one instant he 
had lost his lead, he had no alternative but to accept a yet lower standard 
of living and to go into debt. Once that he was in debt, his creditors could 
dictate his policy, could compel him to concentrate on the production of 
crops for the export market, just as they had compelled the southern 
planters to concentrate on cotton. !! 


Lincoln was by no means the only American monetary reformer of the nine- 
teenth century. One of the most penetrating financial analyses came from 
Charles Holt Carroll, whose main work was his book The Organisation of Debt into 
Currency.*8 This remarkably lucid discussion went beyond the consideration that 
banking was essentially fraudulent, and focused on the very nature of money it 
created and its economic effects. Carroll was absolutely committed against what 
he called ‘debt currency’. ‘An uncovered note of a bank or of the government, or 
an uncovered bank check, is therefore plainly a falsehood in the cash account; it 
is a matter of credit, an evidence of debt, under false pretences and in the wrong 
place.’ The economy was being run on debt, or as Carroll succinctly put it, ‘debt 
was being converted into currency’. 

Although he was a provincial figure, Carroll was remarkably well informed, 
and his writings included both up to date figures and historical statistics from 
America, England and France. Of the slump of 1879 following the withdrawal 
of the greenbacks, Carroll wrote that the depression 


has raised the value of money in the fall of prices almost to the specie level; 
it has crippled trade, sunk assets, ruined debtors, destroyed enterprises, 
thrown labour out of employment, and caused widespread misery in 
society. But it is a cause within a cause; it is itself a consequence of infla- 
tion with false money ... it is but the revolt of commerce against the 
violation of its laws. Commerce requires money ... as the equivalent of 
other commodities, and we feed the money channel with debt, the equiva- 
lent of nothing, and the very opposite of money. 


In later years, after the issue of bank debt money had reached such levels that 
a return to a 100% backing of gold was clearly impossible, the problem of reform 
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led Carroll to ‘support two currencies, separately ... one of gold and one of paper; 
but the government must make the paper and control the whole debt currency 
rigidly and entirely.’ Carroll was in no doubt as to the power issue involved in 
money creation. 


The banks of the city of New York control the currency and commerce of 
this country: when they expand, all other banks expand, and when they 
contract, all others must contract or fail. They are the financial directors of 
the creditor city of the country and thus of the whole country. 


By 1876, corruption and insider dealing were common on the American stock 
exchange, as they were in England. President Rutherford B. Hayes complained at 
the time; ‘This is a government of the people, by the people and for the people no 
longer. It is a government of corporations, by corporations and for corporations’. 
According to Matthew Johnson, author of The Robber Barons, ‘The halls of legis- 
lation were transformed into a mart where the price of votes was haggled over, 
and laws, made to order, were bought and sold’. Reminiscent of the United 
Kingdom in earlier years, the end of the nineteenth century in America was a 
period of immense poverty, despite rapidly rising output. Working conditions 
were appalling, wages scarcely covered subsistence and child labour was wide- 
spread. Strikes and other industrial action were put down ruthlessly, using state 
and federal military troops as well as private security forces. 

There is much in common between the American and British debates over 
money, and the experience suffered by ordinary people and business at the hand 
of the money creation powers. Both nations had to cope with the imperative of 
war, and the economy suffered constantly from in-and outflows of gold, bank 
credit excesses, small banks exposed to runs on gold, and erratic government inter- 
vention. But there is a subtle difference in the tenor of the debate, and in the 
strictness with which deflationary policies were pursued. In Britain, there was a 
blind ruthlessness which made the Victorian age, for the poorer classes, an era of 
suffering quite unparalleled in British history. The callous acceptance of starvation 
and destitution; the iron rule of money; the lengths to which the poor were allowed 
to sink before grudging relief was granted; the workhouse conditions so harsh that 
many chose a life of petty crime in which the worst that could happen was that 
they might be put in jail, where conditions were slightly easier; this is Britain’s 
shameful history. The final note of comparison between the experience of the two 
countries during the nineteenth century, and a point often made, was that the negro 
slave in America was frequently better cared for than the poor in Britain. 


The twentieth century 


True poverty, both in rural and urban areas, continued in Britain well into the 
twentieth century. The most significant depression was of course, the Great 
Depression of the 1930s, but before discussing this and in order to understand it, 
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it is necessary to record the extraordinary financial events accompanying the First 
World War. 

When war broke out in 1914, the British economy was threatened by a familiar 
crisis. People started to exchange their bank notes and withdraw their deposits in 
gold. By the start of the war, the Bank of England held just £9 million in gold 
reserves, and yet there were total recorded bank deposits amounting to some £240 
million. Struck by a similar situation, many continental stock exchanges had 
crashed or closed, and both Lloyd George and the commercial banks feared a run 
on the Bank of England; a run which they could not contain. There then occurred 
a quite remarkable series of events. 

In May of 1914, Lloyd George, as Chancellor of the Exchequer, declared the 
suspension of gold payments. He then extended the bank holiday by three days, 
during which the stock market was also to be closed. The Bank and Lloyd George 
then held discussions as to how the crisis might be overcome. It was decided that 
the government should create its own money. When the commercial banks 
opened again a few days later, those who asked for gold were given, in exchange 
for their old bank notes, new Treasury notes; a new legal tender. These Treasury 
notes came to be known as ‘Bradburies’, after Sir John Bradbury, Secretary to the 
Treasury, whose signature appeared on them. The total issue was £3.2 million, 
and the creation of this money helped the government to fund the initial stages 
of the war effort. 

However, funding the war was not the intention of the notes. As Christopher 
Hollis records, ‘the issue (of notes) was made with the goodwill of the bankers 
and indeed at their plea and intercession. Had that new money not been issued, 
the private banking houses of Great Britain would have been compelled to default 
to their creditors in a week’s time’.!! Once the government had successfully alle- 
viated the initial crisis to the banking system and the Bank of England in 
particular, by the issue of these Treasury notes, the Bank of England ‘insisted 
forcibly that the state must upon no account issue any more money on this interest 
free basis; if the war was to be run, it must be run with borrowed money, money 
upon which interest must be paid ... and to that last proposition the Treasury 
acceded’.?° A series of war loans was then raised, and these were added to the 
national debt. These war loans constituted the greatest addition to the national 
debt that the country had ever sustained, to the colossal advantage of the banks 
and financial corporations, and the subsequent cost of the entire nation in 
contributing directly to the Great Depression. 

As each Joan was spent by the government, another loan at a higher rate of 
interest was raised, with the creditors of the earlier loans allowed to transfer those 
loans to the higher interest rate without charge, simply on request. The govern- 
ment raised taxes considerably to try to recover as much as possible of the money 
the banks were creating and which they were spending, but their receipts always 
failed to match their spiralling costs. The total national debt at the end of the 
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Great War was £8 billion, whereas at the start it had been approximately £1 
billion. 

Not all of the £7 billion war debt was newly created bank credit. Some was 
recycled savings — money obtained from citizens and non-banking institutions 
who bought war bonds. But even when ordinary people bought war bonds, the 
commercial banks were often involved in money creation. The banks actually 
issued circulars to their customers encouraging them to apply for war loans, and 
inviting them to borrow money from the bank at 3.5%, for which no security was 
sought. The Bank of England then placed advertisements in the press; ‘If you 
cannot fight, you can help your country by investing all you can in 5 percent 
Exchequer Bonds... Unlike the soldier, the investor runs no risk’. Those who took 
up the offers received 5% interest on the war bonds, and paid out 3.5% to the 
banks, making a small profit, whilst the banks collected 3.5% on all the money 
they created. 

The Glasgow Herald spoke out forcefully against the way the government and 
Bank of England had continually raised interest rates on war loans, to the point 
where investors were holding back from buying war bonds, waiting for the next 
issue, in the hope of the best deal yet. ‘It has been said, and not without truth, that 
it is easier to find men willing to risk their lives than to find capitalists willing to 
risk their money, unless at a high price.’?? 

Hollis is shaking with anger and emotion as he recounts in detail the shady 
money-grabbing dealings of those years, which left Britain the victor in an awful 
war which killed so many millions of her young men, and saddled her with debts 
from which she was never to recover; debts which over the ensuing decade were 
to have such effects in the depression as to allow the war, in effect, to reap a 
second toll. ‘While the nation struggled almost at death’s door for its very exis- 
tence, and while masses of the finest of our manhood were daily being blown into 
bundles of bloody rags, our banking fraternities continued to create for themselves 
a great volume of new credit and to lend that credit to us at interest, and indeed 
at progressively greater interest’. 

The postwar period underlined the need, once a national debt has been started, 
to allow that debt to increase or at least not to try to pay it off; a fact that had been 
so cruelly demonstrated in the aftermath of the Napoleonic wars and throughout 
the Victorian era. C. H. Douglas charted the origin of the depression, contrasting 
the actions of the British and American governments after the First World War. 
From April 1920, both governments refused to extend their National Debts. ‘The 
effects were immediate. In the United States, the numbers of unemployed rose 
from negligible figures to six millions within three months, and in Great Britain 
effects proportionate to the size of the population were similarly experienced.’ 
Douglas goes on to describe how the American Government then reversed its 
policy, and ran a substantial annual deficit, which resulted in ‘eight years of the 
greatest material prosperity ever experienced by any country in history, during 
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which the deposits in the member banks of the Federal Reserve rose by $1,873 
million’ 3° 

Meanwhile in Britain, the government continued relentlessly with its policy of 
deflation, restricting the national debt. As a result, Britain suffered earlier, and 
more acutely, the appalling deprivation of the depression, whilst its total bank 
deposits rose by just £16 million. The difference between the American supply of 
money, supported by the growth of its national debt, and the British figure is a 
factor of over one hundred! This demonstrates the annual demand for money to 
compensate for debt, if the economy is to be allowed to function. 

The effects of the strict postwar deflation in Britain were dramatic. The Times 
index of prices showed that prices fell by more than a half in only 20 months. 
Recorded business failures for the years 1920, 1921 and 1922 were 2,286, 5,640 
and 7,636 respectively. However, the fiscal policy causing economic misery. to 
millions was to the clear advantage of the banks and financial interests which held 
the bulk of war debts. As prices crashed, the interest payments on war loans could 
buy more and more. In other words, a fall in prices by a half would double the 
value of the war loans. Bonar Law, Sir Henry Strakosch and J. M. Keynes all 
pointed out the manner in which deflation of the economy multiplied the value 
of war loans. Bonar Law stated in the House of Commons, ‘We had borrowed 
£8,000 millions, we should probably require to pay £16,000 millions’.*! J. M. 
Keynes declared that a fall in prices to pre-war levels (some prices eventually fell 
lower) would make the British national debt 40% greater than it was in 1924, and 
double what it was at the end of the war.3? 

There are some books that just have to be read, and both Christopher Hollis’s 
and Andrew Johnston’s fall into this category. They both bring to life the time, and 
the rightful sense of utter betrayal felt by ordinary people towards the incompe- 
tent politicians and conniving money men who turned the tragedy of war into an 
exercise in personal gain and political advantage, causing the subsequent desti- 
tution of almost a generation from 1920 to 1935 as the Great Depression began. 

Within this maelstrom of financial and economic conflict, the call for mone- 
tary reform broke out as never before. The years of the Great Depression 
highlighted the inadequacies of the financial system, and with modern produc- 
tive capacity, the case was so obvious. These were the years when poverty amidst 
plenty returned, and indeed when ‘poverty amidst plenty’ became a political 
slogan. Families in developed nations throughout Europe and America were liter- 
ally starving whilst food was dumped, burnt as fuel, or simply allowed to rot in 
the fields. Farms and industries went bankrupt in droves. In Germany, bands of 
workers rummaged through the slag heaps of the Essen foundries in search of 
unburnt fuel, whilst mountains of unsaleable coal had built up in the Ruhr valley. 
In France, Spain, Italy, Scandinavia everywhere the picture was the same. 
People wanted to work, but farms and factories could not afford to hire them 
because no one was buying their products. 
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The productive capacity of the economy was obvious, and starvation and 
penury were seen to be blatantly unnecessary. But there was a spiral of economic 
collapse, and money was at the heart of it. People could not buy goods, indeed 
often could not afford even the basic necessities of life, because they did not have 
enough money. Industry and agriculture were collapsing and for the very same 
reason, because people had no money to buy the goods being produced. Prices 
plummeted, but with rising unemployment industries were receiving less and less 
through sales, firms could not pay their workforce, and were closing down. 
Unemployment increased, fewer and fewer people had money, the economy 
disintegrated further, and so the spiral of collapse went on. 

All the goods and services the economy could provide were desperately 
wanted, but demand in the economy had stalled, and this was clearly due to the 
financial system. The economy was collapsing despite real demand for goods, real 
demand for work, real ability to produce and real desire to sell. All the ‘real’ 
dimensions of economic life suggested that Britain had, by the standards of the 
day, a well developed, productive economy. But the financial version of the state 
of the economy did not reflect the reality of abundance and potential wealth. The 
world of money registered industry, agriculture, and the economy as a whole to 
be deeply in debt, and by implication, that Britain, America and the other devel- 
oped nations were ‘poor’. Also, the world of money registered a ‘poor demand 
for goods’ which was in complete defiance of reality: people were literally dying 
to get hold of the products of the economy. 

The sense of desperation and frustration with the monetary system can be 
imagined. People wanted goods, people wanted to work; industry wanted to 
provide those goods, industry could provide that work. The needs and desires of 
people and industry, which should have been complementary, came to nothing. 
There was a complete breakdown in communication between people, and 
industry and agriculture. They all needed each other, they all wanted each other, 
but what they all relied upon for that communication was money; the ‘demand 
mechanism’ of the economy. Money, which should have been lubricating the 
wheels of the economy, was proving inadequate and the economy as a whole was 
seizing up. 

The echoes could be heard of John Grey’s complaint nearly a century earlier; 
‘There are millions of people in England, Scotland and Ireland, able and most 
anxious to be of mutual service to each other; who can be of none for want of a 
proper medium of exchange between them... myriads, who, to become a market 
to each other, have only to eschew the enormous error which pervades their 
system of exchange.’ 

This was when C. H. Douglas, Frederick Soddy and others directed attention 
to the financial system behind the economy, and caused an outpouring of griev- 
ance against the world of money. Many conventional economists blamed the 
depression on overproduction, just as they had in Victorian days. But this was 
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utterly unsustainable since people were unable to secure the goods and services 
they needed to survive. The problem was clearly not overproduction, but under- 
distribution. It was obvious that a surplus which is un-consumed, when there is 
a widespread true demand, means that effective demand or purchasing power — 
i.e. money is inadequate. 

The stupidity and irrelevance of the ‘overproduction’ theory was pointed out 
by countless observers, who also made the point that production could be even 
higher, if the economy were allowed to function properly. The English barrister 
C. M. Hattersley carried out a statistical analysis and survey, demonstrating that 
it would easily be possible to treble industrial and agricultural output, if there 
were effective demand.*? Such was the sabotage of products and the closure and 
slow functioning of industry and agriculture, that the economy was working at 
less than one third of capacity. In the US, H. L. Grant carried out a similar study, 
and calculated that the depression had left the American economy working at a 
mere one twentieth of its full capacity. 

There was a growing awareness of the power of technology to produce goods 
and services in large quantities and so gradually liberate man from work. But 
there was also awareness of the dangers confronting humanity. Arthur Kitson 
raised the question ‘Whether the machine is to be allowed to enslave or liberate 
humanity.’ This was even then a clear danger, as cheap goods began to gain a 
marked advantage and housing construction standards fell dramatically. In a 
statement that might have been made by a representative of today’s environ- 
mental lobby, one of the English Technocrats, John Arkwright stated; 


We are watching now the plundering of a continent and the heedless waste 
of its resources... We are squandering our oil, and the end of the supply is 
already in sight; we are squandering our coal, lumber, iron, raw material 
and finished goods, flinging them away in the pursuit of a profit.*? 


A Swedish economist, Brynjolf Bjorset, records that over 2,000 schemes for 
monetary reform were advanced during the period from 1925 to 1930.33 All had 
a common theme in their repudiation of the industrial and government debt 
which then dominated the financial system. The schemes differed considerably, 
but all were based upon the conviction that such debt was essentially false, and 
that an entirely new approach to the provision of money was needed to solve the 
acute economic problems of the day, and to cope with the problems and oppor- 
tunities posed by the coming technological era. 

Frederick Soddy, a nobel laureate in chemistry and a passionate advocate of 
monetary reform, wrote; 


Fatal to democracy has been its failure to provide any proper authority and 
mechanism for the making and issue of money, as and when it is required, 
to keep pace with the growth of its wealth... Year after year the industri- 
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alised nations produced an ever-mounting tide of munitions of war, with 
the flower of their manpower withdrawn from production. There seemed 
no physical limit to the extent which a nation, shaken out of its precon- 
ceived habits of economic thought by the imminent peril at its doors, could 
turn out the material necessities for its existence. Whereas now we have 
returned to peace and squalor, to idle factories and farms reverting to 
grass... Yet we have the same wealth of natural resources, the same science 
and inventiveness, with much more settled and favourable conditions for 
production and an army of unused manpower being demoralised by 
enforced idleness! ... A nation endowed with every necessity requisite for 
an abundant life is too poor to distribute its wealth, and is idle and deteri- 
orates not because it does not need it but because it cannot buy it.*4 


Robert Eisler, a famous Austrian economist, worked with the League of 
Nations and made proposals for a scheme to expand production via the increase 
of what he called ‘stable money’. The American economist, Irving Fisher, 
advanced a scheme which he called ‘100% Money’, which was essentially that the 
government should create sufficient currency to keep pace with the bank creation 
of credit, and oblige banks to restrict their operations to this 100% reserve of coins 
and notes. Although he was a highly regarded economist, Fisher’s proposals were 
ignored. But by 1933 more than three hundred communities across America had 
introduced some form of barter system, scrip issue or local currency to try to over- 
come the nationwide currency shortage. President Roosevelt forbade any further 
such issues, yet in one of his 1933 election addresses, Roosevelt spoke out against 
‘practices of the unscrupulous money changers [who] stand indicted by public 
opinion, rejected by the hearts and minds of men’. 

In Europe, the ideas of Silvio Gessel were popular. Gessel devised a local 
currency in the form of a stamped scrip, which earned his idea the nickname of 
‘disappearing money’. A stamp had to be affixed at regular intervals, or at each 
transaction, to maintain the value of this currency. Gessel’s ideas were based on 
the idea that the essential flaw with the financial system was that the ‘velocity of 
circulation’ was inadequate, i.e. that money was being hoarded and saved, rather 
than being spent. 

A German, Hans Timms, adapted Gessel’s ideas during the depression to set 
up a supplementary currency in certain regions of Germany. This was known as 
the Freiwirtschaft, or Free Economy movement. Richard Douthwaite describes 
the dramatic outbreak of prosperity which the scheme brought to the previously 
depressed town of Schwanenkirchen and the surrounding area, until the currency 
was declared illegal by the German government.*° In Austria, similar schemes 
were started during the 1930s, with similar success, notably in the town of Worgl. 
But as in Schwanenkirchen, the government intervened to make these schemes 
illegal. There were numerous other initiatives and schemes put forward. The 
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Distributists and Technocrats in Britain and America were groups devoted to the 
practical solution of what became known as ‘the money problem’. Some of the 
schemes were less practical than others, and some were quite simply hair-brained. 

However, head and shoulders above all these personalities and proposals stood 
the figure of C. H. Douglas and the Social Credit movement which began in 
Britain and spread throughout the world. Douglas was far more than a monetary 
reformer; he was a major figure in twentieth century politics, inspiring a move- 
ment which continues to this day. What Douglas offered was not just a 
penetrating analysis of the financial system, but an awareness of the political and 
democratic implications of any financial system. The title of his first book, 
Economic Democracy, encapsulated what was at issue in the the matter of 
reforming the financial system. Douglas’s ideas, and his broad approach to the 
issues of monetary reform are explored more fully in the Chapter 14, along with 
the contribution of Abraham Lincoln. 


1 Sir William Petty. Quantulumcunque, Concerning Money. 1682. 

2 John R McCulloch. A Select Collection of Scarce and Valuable Tracts on Money. 1856. 

3 Quoted in F. W. Fetter. The Development of British Monetary Orthodoxy. Harvard University 
Press. 1965. 

4 John Law. Money and Trade Considered, with a Proposal for supplying the Nation with Money. 1705. 

5 Bishop Berkley. Queries. 1746. 

6 Edward King. Considerations on the Utility of the National Debt. 1793. 

7 Quoted in McCulloch. op. cit. 

8 William Cobbett. Political Register. October 28 1815, p 100. 

9 William Cobbett. Rural Rides, Dent. 1934. 

10 William Cobbett. History of the Regency. London. 1830. 

11 Quoted in Christopher Hollis. The Two Nations. George Routledge. 1935. 

12 Wooler. The Black Dwarf. Quoted in F. W. Fetter. op. cit. 

13 William Cobbett. Political Register. May 15, 1819. p 1071. 

14 2 Hansard. V11 (1596 1633) June 10, 1822. 

15 Bank Charter Committee, 1832. Q 2217. 

16 Thomas Macauley. Essay on Southey’s Colloquy (Macauley’s Complete Works, Volume VII). 
Longmans, Green and Co. 1906. 

17 Albert Feavearyear. The Pound Sterling. A History of English Money. Republished. Oxford. 1963. 

18 Thorold Rogers. History of Agriculture and Prices. (1866) Republished by Vaduz/Krauss. 1963. 

19 Thorold Rogers. Six Centuries of Work and Wages. Republished, Allen and Unwin. 1949. 

20 Thomas Johnston. The Financiers and the Nation. Methuen. 1934. 

21 John Grey. An Effective Remedy for the Distress of Nations. 1842. 

22 Thomas Fullerton. On the Regulation of Currencies. 1844. 

23 Committee on Bank Acts. 1857. q 1509. 

24 George Anderson MP. 3 Hansard, CCXV, 117. 

25 3 Hansard, CCXX11 1985, March 17, 1875. 

26 H. D. Macleod. The Theory of Credit. Longman Green and Co. 1893. 

27 Hurst. A Legal History of Money in the United States. University of Nebraska Press. 1973. 

28 Charles Holt Carroll. The Organisation of Debt into Currency. Van Nostrand. Reprinted 1964. 

29 Glasgow Herald. 27 May 1916. 

30 C. H. Douglas. The Monopoly of Credit. K.R.P. Publications. reprinted 1951. 


31 
32 
33 
34 
35 


History (PART 1): THE ORIGINS oF Dest FINANCING 


Bonar Law. Hansard 2, 5, 1922. 

John Maynard Keynes. The Nation. 20.12.1930. 

Quoted in Brynjolf Bjorset. Distribute or Destroy. Stanley Nott. Ltd. 1936. 
Frederick Soddy. Wealth Virtual Wealth and Debt. Omni Publications. 1933. 
Richard Douthwaite. Short Circuit. Green Books. 1996. 


215 


14 


Lincoln and Douglas: 
The suppressed alternative 


Abraham Lincoln 


Before discussing Lincoln’s monetary ideas, it is worth briefly outlining why his 
handling of the civil war and the issue of slavery won him such acclaim. Some 
understanding of historical circumstances is important in evaluating any 
economic reform, but the civil war anyway had a marked economic and financial 
element. It was not just a war over slavery, neither was it just a war of indepen- 
dence; it was both, and it was also much more. There had been tensions in 
America between the North and South for years, and the southern states had 
frequently threatened to secede from the Union for a variety of reasons. Although 
slavery became a focal issue of the civil war, slave labour was a system gradually 
‘growing out of itself’ through indentured labour, and the increasing frequency 
with which former slaves were buying their freedom. 

Lincoln, in common with many Americans in the North, had long desired to 
see a speedier end to slavery. However, amongst those in favour of emancipation, 
he was almost alone in appreciating the problems that were involved. He saw the 
political danger of trying to abolish slavery within a union of states bound by a 
constitution which conferred considerable sovereignty on the separate states of 
that union. He was also aware that to abolish slavery at a stroke would have 
caused economic chaos, amidst which the principal sufferers would have been the 
slaves. The cotton farms were a vital part of the South’s economy, and these farms 
relied upon cheap labour particularly since many of them were heavily indebted 
to Northern banks and financiers. The potential financial loss to Southern farmers 
was considerable and Lincoln knew that to emancipate all slaves by decree would 
probably have provoked the very secession he so wished to avoid. It would at the 
least have guaranteed that many Southern farms went bankrupt, leading to thou- 
sands of former slaves facing a life of starvation as vagrants, since there was no 
provision for welfare in those days. 

Lincoln proposed an arrangement whereby both the slave states and their 
Southern farmers would be compensated for granting slaves their freedom. This 
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compensation would cover the financial loss to farmers and enable them to 
employ the emancipated slaves on the basis of free labourers. Lincoln hoped that, 
by this policy, slavery could be brought to an end without violence, and of equal 
importance to him, without usurping the right of states to set their own laws. But 
the climate of opinion was not in favour of a gradualist approach; Harriet 
Beecher-Stowe’s book Uncle Tom’s Cabin had so inflamed public indignity and 
sympathy that many in the North, removed from the practical details of the 
problem, were committed to the immediate abolition of slavery. Whilst recog- 
nising that many slaves were ill-treated, Lincoln also acknowledged that many 
were not, and was aware of the propaganda by abolitionists which stressed the 
instances of cruelty and ignored the decently treated slaves. In short, Lincoln gave 
credence to the competing views and considerations involved in the issue of 
slavery, whilst himself being deeply opposed to it. 

When the Southern states seceded from the Union, fearful that slavery would 
indeed be abolished by Lincoln’s presidency, Lincoln faced a difficult choice. The 
secession of the slave states from the Union was a move technically within the 
rightful power of those states, yet it was also a clear attempt to perpetuate slavery. 
More importantly, the move to secede was a threat to the Union, and the whole 
founding principle of the United States; that of a government ‘of the people, by 
the people and for the people’. Lincoln was deeply conscious of the fact that at this 
time, America was the only country in the world whose constitution and philos- 
ophy was avowedly democratic, and feared that if such ideals failed in America, 
they would be permanently lost. Reluctantly, he sent a battalion of soldiers to one 
of the southern towns, with the request that they rejoin the Union. There was no 
demand or request that slavery should be abolished, simply that the governors 
recognise the Union. The soldiers were fired upon and the war had begun. 

Lincoln continued his moderate, conciliatory policy throughout the civil war, 
offering time and again the opportunity for the rebel states to rejoin the Union and 
keep their status as slave states. If they wished, compensation was still available 
for those states which chose to end slavery. These proposals were made by 
Lincoln, often to the fury of his military advisers and political colleagues. 
Abolitionist politicians in the North had wanted Lincoln to use the war to abolish 
slavery but this was a tactic he was not prepared to adopt, particularly since some 
slave states had not rebelled and had accepted Lincoln’s assurances that instant 
abolition was not his policy. 

Eventually, the Emancipation Bill of 1863 was passed which declared slaves 
within the rebel states free men. This Bill was passed as a military measure; it had 
long been argued by Lincoln's military advisers as essential to the war effort, to 
reduce the fighting capabilities of the South. But even this move was undertaken 
by Lincoln with regret. He realised it passed a law which he still regarded as 
within the rightful jurisdiction of the states themselves; it might also lead to the 
maltreatment or abandonment of slaves. The Emancipation Bill expressly 
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declared that the slaves being freed were those in the rebel states, not those in 
other states where slavery was still legal and which had remained within the 
Union. Of course, this laid Lincoln open to considerable criticism from aboli- 
tionists who pointed out the apparent inconsistency of declaring free those slaves 
in states under which he had no control, whilst allowing slavery to persist in states 
still within the Union. But Lincoln was convinced that the right way to go about 
ending slavery was within the Union, without imposition and with compensation. 

After maintaining his constructive anti-slavery policy throughout what was a 
terrible war, Lincoln was left with the task of bringing the rebel states back into 
political alliance with the North, healing the wounds on both sides, and also 
furthering the end of slavery. Everyone on both sides expected the defeated 
Southern leaders to suffer the ultimate punishment. They also assumed that the 
rebel states would have to pay reparations; that there would be appointees from 
the government in the North, and if not the immediate liberation of all slaves, at 
least confirmation of the 1863 Emancipation Bill freeing slaves in the rebel states. 

But after Lincoln had presented his ‘Plan for Reconstruction’ to Congress, one 
of the Northern representatives, Francis Kellogg of Michigan, went shouting 
about the lobby of the house, ‘The president is the only man. There is none like 
him in the world. He sees more widely and more clearly than any of us’.! There 
were to be no firing squads, no reparations and no puppet regimes imposed by the 
North on the Southern states. The Southern states were free to elect their own 
representatives, who would have full and immediate Congressional rights. As to 
slavery, Lincoln expressed his determination that it should end, but ‘If a new state 
government ... shall think best to adopt a reasonable temporary arrangement in 
relation to the landless and homeless people, I do not object; but my word is out 
to be for, and not against them, on the question of their permanent freedom’ .? To 
back this up, Lincoln made provision for slavery to be gradually replaced by 
contract labour, explaining ‘I think it would not be objectionable for [the 
returning state] to adopt some practical system by which the two races could grad- 
ually live themselves out of their old relation to each other, and both come out 
prepared for the new. Education for young blacks should be included in the plan’. 

Perhaps the best measure of Lincoln’s stature, both as a statesman and a 
human being, can be gained from the closing passage of his reconstruction 
proposals, which was addressed directly to the Southern states; 


to present to the people of the states wherein the national authority has been 
suspended, and loyal state governments have been subverted, a mode in and 
by which the national authority and loyal state governments may be re- 
established within said states or in any of them; and while the mode 
presented is the best the Executive can suggest, with his present impressions, 
it must not be understood that no other possible mode would be acceptable. 


Here was Lincoln, after four years of bitter warfare that had torn America in 
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two, offering his defeated adversaries not only the most generous terms for 
realigning themselves with the Union, but also the opportunity to come up with 
their own proposals for consideration! Although it is easy to see with hindsight 
that Lincoln’s policy before, during and after the war was compassionate and wise 
in the extreme, it had taken an entire civil war to convince some of his closest 
colleagues of his judgement. Now, after the war, he could point to a nation united 
again and also to those slave states which had not rebelled, and which were taking 
up his offers of compensation, as evidence of the validity of his constructive 
policy. With the same political generosity being applied to postwar reconstruction, 
the stature of Lincoln, and what he stood for, suddenly began to dawn on people. 

Here was a politician who had never, at any moment, sought to make political 
capital out of the issue of slavery or his policy on the matter. Quite the reverse in 
fact. For years his policy had earned him hostility in the South, suspicion in the 
North and derision in the media. Lincoln’s recognition of the need for a concil- 
iatory, trusting approach to reconstruction was the culmination of his policy 
towards both slavery and the Union, and it was this which won over and inspired 
many of his colleagues who, throughout the stress of the campaign, had often 
differed from him. It was an approach that finally bound them to him in open 
admiration and support. Owen Lovejoy, the leading abolitionist of the Western 
states, often critical of Lincoln for his earlier failure to abolish slavery without 
qualification and who might have been expected to object to the renewed gradu- 
alist approach to ending slavery, declared; ‘How beautiful upon the mountains are 
the feet of him that brought good tidings. I shall live to see slavery ended in 
America’. John Hay, one of Lincoln’s secretaries wrote of that day, as 
Congressmen of all political allegiance queued up to offer their support to the 
President; ‘Men acted as though the millennium had come’.? 

Now, this may seem somewhat aside from monetary reform, but it is not for 
two reasons. First, there was a strong economic dimension to the war. The South 
had a valuable cotton industry, but the North, with its coal reserves, industry and 
banking, was becoming the moneyed centre of America. The banking contro- 
versy, which was then raging, was writ large into the American civil war. Horace 
Greeley found that Southern debtors owed at least $200,000,000 to the money- 
lenders in New York City.4 In many ways, a civil war was an event waiting to 
happen. The trigger was slavery, but the real cause was a deep mistrust and resent- 
ment by the South of the North as power and money flowed northwards. Lincoln 
was aware of these grievances, and his appreciation of the iniquities of the finan- 
cial system, which had effectively brought the South into dependency, not only 
aided his understanding of the civil war, but must have contributed to his 
sympathy for the South. 

However, the real reason for dwelling on Lincoln’s approach to the problems 
of slavery and the Civil War is that he brought the same breadth of vision and 
integrity to his Monetary Policy. In financing the civil war by the creation of 
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government money, it might be thought that Lincoln was a supreme opportunist; 
that he merely acted superficially, in response to the situation, creating money 
because the government was short of it. In fact, nothing could be further from the 
truth. Lincoln knew exactly what he was doing, in both financial and political 
terms. He had long been an outspoken critic of the financial system, and had been 
involved in the banking controversy in earlier years. 

At the end of the war, Lincoln produced his justification for the government 
creation of money. His Monetary Policy is one of the world’s great political decla- 
rations; a masterpiece of succinct advocacy and irrefutable justice. In it, he notes 
the inadequacy of gold and silver, and consequent need for an additional means 
of exchange. He proclaims the right and duty of government to create such 
currency, and supply this to the economy free of debt through government 
spending, thus reducing the need for taxation. Wages are declared to be a higher 
priority than bank interest, and the economy is to be protected from the ‘vicious 
currency’ of banks. The creation and supply of money, he defined as ‘not only the 
supreme prerogative of government, but it is the government’s greatest creative 
opportunity.’ Lincoln’s monetary policy is included here in its entirety. 


MONETARY POLICY (1865) 

Money is the creature of law, and the creation of the original issue of 
money should be maintained as the exclusive monopoly of national 
government. Money possess no value to the state other than that given to 
it by circulation. 

Capital has its proper place and is entitled to every protection. The wages 
of men should be recognised in the structure of and in the social order as 
more important than the wages of money. 

No duty is more imperative for the government than the duty it owes the 
people to furnish them with a sound and uniform currency, and of regu- 
lating the circulation of the medium of exchange so that labour will be 
protected from a vicious currency, and commerce will be facilitated by 
cheap and safe exchanges. 

The available supply of gold and silver being wholly inadequate to permit 
the issuance of coins of intrinsic value or paper currency convertible into 
coin in the volume required to serve the needs of the People, some other 
basis for the issue of currency must be developed, and some means other 
than that of convertibility into coin must be developed to prevent undue 
fluctuation in the value of paper currency or any other substitute for money 
of intrinsic value that may come into use. 

The monetary needs of increasing numbers of people advancing towards 
higher standards of living can and should be met by the government. Such 
needs can be met by the issue of national currency and credit through the 
operation of a national banking system. The circulation of a medium of 
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exchange issued and backed by the government can be properly regulated 
and redundancy of issue avoided by withdrawing from circulation such 
amounts as may be necessary by taxation, re-deposit and otherwise. 
Government has the power to regulate the currency and credit of the nation. 

Government should stand behind its currency and credit and the bank 
deposits of the nation. No individual should suffer a loss of money 
through depreciation or inflated currency or Bank bankruptcy. 

Government, possessing the power to create and issue currency and 
credit as money and enjoying the right to withdraw both currency and credit 
from circulation by taxation and otherwise, need not and should not borrow 
capital at interest as a means of financing governmental work and public 
enterprise. The government should create, issue and circulate all the 
currency and credit needed to satisfy the spending power of the government 
and the buying power of consumers. The privilege of creating and issuing 
money is not only the supreme prerogative of government, but it is the 
government’s greatest creative opportunity. 

By the adoption of these principles, the long-felt want for a uniform 
medium will be satisfied. The taxpayers will be saved immense sums of 
interest, discounts and exchanges. The financing of all public enterprises, 
the maintenance of stable government and ordered progress, and the 
conduct of the Treasury will become matters of practical administration. 
The people can and will be furnished with a currency as safe as their own 
government. Money will cease to be the master and become the servant of 
humanity. Democracy will rise superior to the money power.’ 

Abraham Lincoln. Senate document 23, Page 91. 1865. 


It is noteworthy that Lincoln issued this statement of his monetary policy in 
1865, just before the end of the civil war. A matter of weeks later, he was assas- 
sinated. As the publication date and whole tenor of the document show, 
Lincoln’s intention was to advance his monetary policy, based upon the govern- 
ment creation of money, and apply it more fully after the war. The motive behind 
Lincoln’s assassination has never been established, and is usually attributed to the 
deranged actions of a lunatic. However, it has been speculated many times that 
Lincoln’s death was connected with the fact that such a monetary policy as he was 
proposing, if pursued effectively, would have signalled the end of banking and 
money power in the United States, and very rapidly everywhere throughout the 
developing world. Once that one government was seen to be capable of supplying 
its nation’s monetary needs, others would certainly have followed. The power and 
profit which national debts and widespread private industrial debts provided to 
the world’s most shadowy and powerful elite — bankers and financiers — would 
have soon vanished. 
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C. H. Douglas 


Major C. H. Douglas was founder of the Social Credit movement which began 
in Britain in the 1920s. In the years immediately after the First World War, 
Douglas raised the debate over monetary reform to a completely different level. 
The previous century had been dominated by the banking controversy, and there 
had been many articulate criticisms of the power of banking and the neglect of 
government. But Douglas moved beyond this to present a searching analysis of the 
effects of debt finance on the economy and the political implications of monetary 
reform. 

Douglas was an engineer, eminent in his field. He was not a writer by profes- 
sion, nor was he a trained economist, university lecturer or political philosopher. 
His first book, Economic Democracy,’ was published serially in The New Age in 1919. 
This journal, forerunner of The New Statesman, was the forum for the leading 
literary and political writers of the day. That a completely unknown writer, a man 
with practical knowledge and experience of industry, should be offered an outlet 
for views in such a publication was itself remarkable. In those days, politics and 
economics were still subjects for men of words and letters. But the editor of The 
New Age, A. R. Orage, perceived that Douglas had a unique understanding of the 
issues with which he dealt, and a unique contribution to make. Orage gave his 
work the prominence it deserved, and it can be fairly said that Economic Democracy 
caused a sensation. The reception ranged from vituperative denunciation, through 
misunderstanding mixed with stunned disbelief, to rapturous acclaim. 

Douglas warned that the conventional financial system was fundamentally 
unstable, and inadequate to support an economy. He claimed that the financial 
system made the economy completely dependent upon continual new investment 
and growth; without such constant growth, the economy would slump and even- 
tually collapse. Douglas criticised the banking system and its powers of money 
creation. However, his financial analysis centred on the way the economy 
malfunctioned due to its reliance upon bank credit. In particular, he drew atten- 
tion to the way costs are incurred by industry, in the light of the debts it carries, 
and the way prices are set as a result of these costs. This of course revealed the lack 
of purchasing power; the inability on the part of consumers to buy the products 
of the economy. Indeed, it was Douglas who coined the very term ‘lack of 
purchasing power’. 


Douglas’s financial analysis 
Douglas’s analysis of industrial costs and price generation became known as 
his ‘A+B theorem’. The essence of this theorem is that prices are forever being 
generated in the economy at a greater rate than incomes are being distributed. 
This is best explained from the point of view of a single new firm being set up 
within the economy producing, let us imagine, light bulbs. When the new light 
bulb enterprise is being constructed, money is distributed during investment. The 
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price of the light bulbs when they come onto the market must take into account 
the need to recover this invested money, which will appear in the firm’s costings 
as one of its ‘overheads’. This means that the light bulbs go on sale carrying total 
price tags that are higher than the wages and salaries currently being distributed 
to buy them. The firm is trying to recover the money distributed in the past, 
during investment. But consumers no longer have that money, since they will have 
already spent it. 

Because the firm is not itself distributing enough as incomes for all its light 
bulbs to be bought, it has to rely upon ‘capturing’ purchasing power being distrib- 
uted by other firms. But these other businesses will also have their debt overheads 
from investment, and they too will not be currently distributing enough as 
incomes for the purchase of their goods. The total prices of all goods in the 
economy at any one time is therefore far higher than the total buying power of 
consumers. The only way all the goods on sale in the economy can be sold is if 
another industry is being started, say a new breakfast cereal factory. The invest- 
ment in this new factory will inject new loan money into the economy before the 
goods it intends to produce come onto the market. This additional money will 
cover up the lack of purchasing power from other businesses, including the light 
bulb factory. But when the new breakfast cereal starts coming onto the market, 
the owner will also be setting prices which enable him to repay his loan. And once 
again, the money will already have been spent in the past. 

This becomes a pattern, the current sale of goods in the economy always 
depending on more loans and on new enterprises distributing money in advance 
of production. If this pattern is broken, if the economy does not continually 
grow and expand, the lack of purchasing power from industries in current 
production becomes obvious. Unsold goods start to collect, and unsold goods 
mean that someone, somewhere, is in debt — either a factory, a wholesaler or a 
shopkeeper. Meanwhile, consumers are placed in the increasingly uncomfortable 
position of being unable to buy the items which the economy is producing. As 
a result, the economy begins to suffer a slump from which it can only escape by 
new investment. 

Douglas pointed out that under this arrangement, the economy was obliged to 
undertake growth in order to distribute the goods and services it was already 
capable of producing. Moreover, people would always be forced to work today in 
order to buy what was produced yesterday; obliged to undertake growth, simply 
in order to distribute sufficient wages for goods currently available to be sold. A 
progressive time lag was developing in which more and more work was required 
simply to distribute incomes to buy goods produced further and further in the 
past. In the context of the depression, this analysis obviously had tremendous 
relevance. It offered an explanation which linked the surplus of goods, the general 
public’s inability to buy and the widespread and crippling backlog of debts 
suffered by industry. 


224 THe GRIP oF DEATH 


Economics under attack 

This was a powerful attack not just on the financial system, but many of the 
premises upon which economists base their whole discipline and profession. 
Douglas was claiming that the economy has developed a critical problem 
involving the distribution of its goods. A major economic row broke out, and this 
was not just an academic argument. It dominated the political discussion of the 
day, and gave rise to a significant popular movement. 

A central assumption of classical economics, still to be found in the first page 
or two of many textbooks on the subject, is that people can never get enough 
goods and that therefore economics is the study of scarce resources; a study of 
conflict, essentially. Douglas contested this basic premise and pointed to poverty 
amidst plenty. Here was abundance, undistributed, plus inequitably distributed 
leisure in the form of unemployment. There was conflict certainly, but not due to 
‘scarce resources’. The conflict was due to a failure of distribution, not a lack of 
adequate production. It was therefore quite wrong to approach a problem of 
distribution with the solution of ‘employment’. The pursuit of work and employ- 
ment was a distraction and to attempt to solve a distribution problem by more 
production was to guarantee that the distribution problem would return in the 
future. Moreover, Douglas emphasised that under this arrangement, the question 
of whether we needed any more light bulbs and breakfast cereal became 
secondary to the need to supply jobs and distribute incomes. The current ability 
of the economy to produce, and considerations of whether people actually wanted 
to undertake economic growth and the nature of such growth, were being increas- 
ingly ignored. 

Douglas therefore attacked the pursuit of employment as the way out of the 
postwar depression. The depression had not been caused by lack of employment, 
but by the financial system. Douglas went further; the pursuit of employment, 
regardless of need, was not only an error, but a dangerous policy in the light of 
technological advance. Humankind was in danger of becoming a slave to its own 
economy. The dependence of the economy on investment would combine with 
improving technology and the pursuit of employment to produce an era of accel- 
erating development, in which people were constantly made redundant by 
progress, and constantly re-employed in the pursuit of more progress. Over- 
production, export surpluses, poor quality goods, and goods that nobody really 
wanted were bound to result. In this sense Douglas, writing in the 1920s and 
1930s, foresaw the explosive economic growth which has characterised the last 
fifty years and which, whilst it has brought many benefits, has done so at tremen- 
dous social and environmental cost and accompanied by great waste. In effect, the 
throw-away society was predicted by Douglas some eighty years ago! 

By questioning the issue of scarcity, Douglas threatened a central tenet of clas- 
sical economics, but by holding finance responsible for the near collapse of the 
economy, he threatened the most powerful establishment system of his day, and 


LINCOLN AND DOUGLAS: THE SUPPRESSED ALTERNATIVE 225 


ours. He was accused of everything from insanity to economic sedition, but 
Douglas maintained his claims, and expressed the opinion that ‘systems were 
made for man, not man for systems’, and that the financial system was proving 
no servant, but a dictator. However, it was not Douglas’s perceptive comments 
upon the overall purpose of the economic system which caused the most furore, 
but his ability to tackle economists on their own turf, particularly in the world of 
finance. The depression had thrown the world of economics into confusion, 
because according to classical economics, such a depression could not occur. 
Douglas’s claim, that the bank financing of industry had generated a lack of 
purchasing power, was a complete denunciation of that fundamental proposition 
of economics, Say’s Law, which states that the process of producing goods auto- 
matically distributes sufficient purchasing power to buy all the goods produced. 
Douglas said that it didn’t. 

John Kenneth Galbraith comments; ‘Only the untutored and... the crackpots 
believed otherwise. All reputable economists knew that from production comes 
at any time the flow of purchasing power that is by its nature sufficient to buy 
what is produced.’ And the reputable economists stepped out in force to 
denounce Douglas’s ‘lack of purchasing power’ and his A+B theorem. 

The recurrent criticism by conventional economists of Douglas’s analysis was 
that it was invalid because, throughout the economy, businesses were at different 
stages of development. Some were investing, some were producing, some were 
closing down; the various phases merely balanced each other. The wages distrib- 
uted in advance of production by a firm that was investing, compensated 
naturally for the need of other firms to charge more than they were distributing 
as incomes during production, to recover past investment. Douglas said that this 
was precisely the point; that new investment and growth had become essential 
simply in order to produce such a balance. The conventional economists saw a 
stable dynamic; Douglas saw an unstable one. What made the difference was that 
Douglas appreciated that the whole edifice was erected upon a financial system 
in which the bulk of money was created and circulated as a debt. 

The consequence of founding the economy on debt is that, once such devel- 
opment using debt-money has been initiated, it rapidly achieves just the sort of 
reliance on investment and ‘time lag’ that Douglas described. In terms of a cast 
iron proof of a lack of purchasing power, Douglas’s analysis invites objection 
from conventional economists, because it ‘gets up close’ to what is happening 
rather than taking a simpler overview of gathering debt across the economy. 
However, for this reason, it is actually a very dynamic and accurate analysis. The 
time lag in which current wages are required to buy past production is today 
enshrined in the house mortgage under which a person will spend 20 years 
digging into their current income to pay for a house built decades and possibly 
centuries before. 

When Douglas was writing, the massive consumer debt we now see did not 
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exist. The bulk of debt associated with the supply of money was either industrial 
debt or the government’s borrowing on the national debt. There could be no 
greater confirmation of Douglas’s claim that consumers were faced with prices 
they could not meet — a lack of purchasing power — than the countless forms 
of borrowing-to-buy which dominate the economy today. But this confirmation 
was not available to Douglas and his followers. 

However, there was plenty of other evidence to support his theory, and time 
and again, Douglas and his supporters pointed to this evidence. 

The A + B theorem is ‘...an assertion that purchasing power cannot be equal 
to prices, if purchasing power and prices are both considered as a flow... Without 
going over the well-known ground covered by the literature of sabotage, such as 
the burning of wheat as fuel because it cannot be sold or to keep up the price, the 
destruction of millions of bags of coffee, the shooting of calves on the 
Argentinian plains, the restriction of rubber tapping, and merely emphasising that 
this glut of actual consumable products does not take into account the immense 
unused productivity represented by half idle factories, large bodies of unem- 
ployed, decreasing cultivation of farm lands, ... we are justified in regarding it as 
beyond all reasonable doubt that, from the realistic, or physical point of view, the 
world is actually rich and could be much richer in real goods and services, and 
that economic want is an anachronism... However, it is claimed by government 
spokesmen that we are living in a period of great stringency, that financial 
economy is necessary... Obviously, these two pictures cannot be at one and the 
same time true. We cannot be rich and poor, in an economic sense, simultane- 
ously. That is to say, the financial system does not reflect the facts of the physical, 
economic, and production system. Since fact and logic both demonstrate that we 
are rich, while the financial system says that we are poor, it seems beyond dispute 
that it is purchasing power which is lacking, and not goods, or, in other words, 
that the collective prices of the goods for sale are in excess of the purchasing 
power available to buy them.’’ 

Douglas’s analysis also offered an explanation for the recurrent booms and 
slumps from which the economy suffered, which clearly centred around the 
behaviour of money; 


We Social Creditors say that the monetary system at present does not reflect 
facts. The opposition says it does. Well, I put it to your common sense. How 
was it that a world which was apparently almost feverishly prosperous in 
1929 ... could be so impoverished by 1930, and so changed fundamentally 
that conditions were reversed and the world was wretchedly poor? Is it 
reasonable to suppose that between a single date in October, 1929, and a few 
months later, the world would change from a rich one to a poor one? Of 
course it is not.8 


Most economists at the time of the depression stood by ‘Say’s law’ and claimed 
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that the cause of the depression lay in unspent savings. In other words, a lack of 
investment re-channelling savings back into the economy was the cause of the 
unsold goods. Douglas was able to point out that the level of savings and bank 
deposits had plummeted during the depression. There was no way that savings 
could be blamed for causing the depression, indeed such a claim was demon- 
strably false. Besides, he pointed out, the bank loan system meant that money 
saved by one person was not then borrowed for investment by another; loans 
constituted the creation of new money. The creation of money by the bank loan 
system was not widely admitted in those days, and to say that Douglas had finan- 
cial economists ‘on the run’ is an understatement. He clearly knew more about 
what was going on in their own field than many of them did. 

The 1928 Macmillan Committee was a parliamentary inquiry set up to inves- 
tigate the financial system in the light of the depression, and to examine the 
questions that had been raised by Douglas and others. Douglas himself was called 
to present evidence to the Committee, but he had few sympathisers amongst those 
in positions of power. Both his analysis and proposals for reform were rejected. 
However, there was, for the first time, an open admission that banks were creating 
money. The Committee’s report states; 


...the bulk of deposits arise out of the actions of banks themselves... The 
bank can carry on the process of lending, or purchasing investments, until 
such time as the credits created, or investments purchased, represent nine 
times the amount of the original deposits in cash.? 


There was also a tacit admission of Douglas’s claims, in that the Macmillan 
Committee admitted the reliance of the economy upon investment, and since 
private investment was desperately low during the depression, the report made the 
recommendation that the government should reflate the economy by public debt, 
a recommendation which the government ignored as the next chapter relates, 


Douglas's proposals 

One of the major difficulties with Douglas’s work is in presenting his 
proposals for reform. He usually discussed principles, rather than offering 
schemes, and always stressed that any particular reform was only a means to an 
end. However, over the years, Douglas did outline a range of specific measures 
and offer various schemes for consideration. There were two recurrent themes. 
The first was that purchasing power and prices should be equated. People should 
be able to buy the goods currently available in the economy without the need to 
invest and expand the economy simply in order to distribute incomes, and keep 
the economy from slumping. The second principle was that there was a need for 
the government to undertake the creation and supply of money, debt-free, to 
compensate for the debt created by the banking system. These two principles — 
the government creation of money, and the need to equate purchasing power and 
prices — could be connected in a number of ways. 
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The initial reform which Douglas suggested was a price subsidy to industry, 
which he termed The Just Price. People could not buy the goods on sale because 
their prices were elevated above the incomes available. By creating money and 
supplying it to industry as a subsidy, the government could ensure that prices were 
lowered, people were more able to buy the goods on sale, and industry enabled 
to cover its full costs. This proposal, although never dropped by Douglas, was 
rapidly eclipsed by the reform for which he is best remembered; the institution of 
a universal basic income. Douglas called for the issue of a basic income, or 
‘National Dividend’; an income paid as of right to all people. This basic income 
was a reform designed to tackle both the deficiencies of the financial system and 
also contribute to the related problem of unemployment; a problem which 
Douglas realised would recur perpetually with the advent of modern technology. 

The basic income would consist of a supply of money created by the govern- 
ment, in sufficient quantity to match purchasing power and prices at any one 
time. This money would be distributed in the form of a citizen’s dividend, an 
income issued to all people, which would underpin whatever they earned 
through their work. This would provide a measure of direct access to the goods 
of the economy, and thus alleviate the poverty of unemployment, whilst also 
providing a financial platform upon which the unemployed could build up their 
income as they found work or organised their own employment. Since such a 
basic income would be paid to all people, those in work would be less dependent 
on any one employer, and their status too would be enormously improved. This 
was a reform with major social as well as economic consequences. 

Douglas claimed that people needed a basic income, and that the economy 
needed them to have it. There were both social and economic grounds for a basic 
income, and they were equally compelling. In terms of the inadequacies of the 
financial system, the basic income would provide a mechanism for the introduc- 
tion into the economy of debt-free money, which the economy so clearly needed. 
The basic income would consist of a supply of money created by the government, 
free of debt, carefully calculated to offset the debt generated by the banking 
system. If such money were passed into the economy direct to people, it would 
make up for the lack of purchasing power caused by the banking system, and 
allow goods to be bought and debts in the economy to be paid. The amount would 
be calculated to boost purchasing power to the point where the goods of the 
economy could be bought without debt-based growth having to be undertaken. 
Since this money would be distributed direct to consumers, it would bypass 
industry and hence not raise costs; it would boost purchasing power without 
raising prices, and thus counter inflation and the generation of debt. If this were 
done, the economy could then be financially stabilised. 

Douglas’s social grounds for a basic income were equally powerful. People 
needed some kind of income as of right; they needed some degree of direct access 
to the essentials of life, if they were not to be wage slaves to their economy. There 
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are two essential features that set a basic income completely apart from ‘the dole’. 
First, it would be paid to all people, irrespective of any other earnings. Second, 
it would not consist solely of redistributed earnings from other people, as does the 
dole. A basic income for all people — an income which people could supplement 
and build on with wages earned through work — would therefore provide a 
common financial platform for all people. Since it would not be forfeited when 
work was found, a basic income would help provide for unemployment in a 
constructive way. It would also give those in employment a fallback income 
should their job be threatened or their employee attempt to exploit them unduly. 
In this sense, a basic income would completely change the status of working 
people in relation both to the economy and to their employer. People would no 
longer be so financially vulnerable. 

Douglas also pointed out that a basic income for all people would serve to 
represent the millions of instances in which human effort had been replaced by 
machinery, or technology of some kind. The basic income would represent each 
person’s share in this technological advance; what Douglas termed the ‘cultural 
inheritance’ of the economy. A basic income would reduce the compulsion to 
work, which is a reflection of the true facts of the situation — progressive tech- 
nological advance. It would also confirm that people were needed as consumers, 
even when they were not needed as producers, and would thus act as a feedback 
mechanism, confirming and sharing the benefits of progress, instead of imposing 
it upon the unemployed in the form of a catastrophic loss of income. And finally, 
since it would be paid on a per capita basis, a basic income would effectively 
subsidise manual labour, and thus allow more labour-intensive concerns to 
compete with highly mechanised businesses, to provide an optimum which 
reflected both the way people wanted to work as well as the quality of product desired 
by the consumer. 

What Douglas was advocating was not a static, unyielding reform, but the 
creation of an entirely new social dynamic. He proposed that through the insti- 
tution of a basic income, a new choice be allowed to emerge; a choice which 
reflects what people genuinely want to get out of the economy, and what they 
want to put into it in terms of the way they work. By comparison with wage 
dependence, an entirely new balance of power is involved; a balance which 
presents people with the full range of economic choices that the economy can 
offer. This balance would affect businessmen and employers as well as ordinary 
wage earners since they would be more likely to find an adequate market for their 
goods, and not constantly obliged to take part in competitive forced growth. Such 
an arrangement is infinitely more sensitive than the blind pursuit of full employ- 
ment and growth regardless of need. In fact the policy of full employment and 
wage dependence is crude and cruel by comparison, representing little more than 
servitude to the economy. 

Douglas offered a historical dimension to the basic income, and a justification 
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for it in this context. A basic income would compensate for the condition of near 
total wage dependence which has gradually come about as people have lost all 
economic independence by being cut off from direct access to the land, and with 
it, the chance to grow some of their own food. In this sense, a basic income 
redresses a fundamental social and economic imbalance which for centuries has 
caused widespread poverty and allowed the exploitation of a wage dependent 
population. The full significance of Douglas’s proposal is that after centuries of 
gradually accelerating economic growth in which a landless dependent people has 
been caught up, it would signal both the start of a more democratic economic 
development and also the end of wage slavery, restoring to people a degree of 
economic independence. These proposals amount to a form of democracy that 
is every bit as important as political democracy. Douglas defined this as Economic 

Democracy. 

In summary, there are a number of arguments which together provide 
compelling grounds for a basic income. 

1 The pure practical need for a supply of stable money, money created other than 
as a debt. 

2 The need to match purchasing power and prices. 

3 The need to allow the economy to function properly at its current level so that 
further growth and development is subject to need or genuine demand. 

4 The need to provide a constructive platform for the unemployed. 

5 The provision of a measure of financial independence to those in work, who 
are otherwise wholly dependant upon wages and therefore open to exploita- 
tion by employers. 

6 A recognition of society’s cultural inheritance from previous generations to 
which everyone can lay some measure of valid claim. 

7 A recognition that the vast majority of the population has no land to grow 
food, nor any other means of subsistence and therefore needs a degree of direct 
access to the basic necessities, which the economy is well capable of providing. 


Douglas did not present his national dividend quite as I have. His first book 
outlines the Just Price in some detail. But at this stage, Douglas believed that what 
he had discovered was a ‘flaw’; a fault or unintended defect in the financial 
system, which would be rectified once the matter had been thoroughly discussed. 
By the time that he wrote his second book, Douglas’s whole approach had 
changed. It had become clear to him and his supporters that what they were up 
against might well be an unintended defect in the financial system, but it was a 
defect which conveniently supported a policy of crude centralised control over the 
economy. Those involved in government and finance had no intention of 
changing a situation which conferred on them great powers over the direction and 
pace of economic growth, via manipulation of the unbalanced financial system. 

From 1923, Douglas’s writings are highly political. Any analysis and proposals 
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he offered were almost always interwoven with deeper considerations: the power 
structures involved in a financial system; the implicit philosophical differences 
between an economy directed towards perpetual work, and one directed towards 
‘supplying goods and services, as when and where desired’; the moral issues raised 
by the pursuit of a wage-slave economy; and the nature of modern government. 
Douglas himself was happy to agree that if the purpose of the economic 
system was to provide endless employment, a never-ending supply of increasingly 
unwanted production, then the current system could not be bettered. But if the 
purpose of economics was to allow ‘the production and distribution of goods as, 
when, and where they are required’, then a new financial system was required; 


We are often told that it is obviously absurd to say that the financial system 
does not distribute sufficient purchasing power to buy the goods that are for 
sale. WE never said it! What we do say is that, under the present monetary 
system, in order to have sufficient purchasing power to distribute goods for 
consumption, it is necessary to make a disproportionate amount of capital 
goods and goods for export... Although you may not require lathes and 
may have enough bread, the employees of the lathe maker cannot get bread 
unless they make lathes; and so they make lathes to make shells to make 
war to get bread which is already available. !° 


Douglas questioned the blind pursuit of employment in an era when it was 
accepted without question that people were made for work, and that the ordinary 
person was destined to labour long hours in unpleasant conditions for little 
reward. Douglas’s proposals for a basic income exposed this work ethic, and also 
revealed the fear that to question or undermine this was equivalent to economic 
sedition. But Douglas pointed out that to reduce the compulsion to work, in line 
with what the economy was capable of producing, was not the same as 
cancelling the need to work. He also pointed out that the people who objected 
to his reforms were generally the very ones not themselves under an economic 
compulsion to work, by virtue of their wealth. Such people objected to the 
national dividend on the grounds that it was giving people ‘something for 
nothing’. But Douglas replied that the ‘something for nothing’ involved in the 
basic income was only based upon the fact that there was something there that 
needed distributing; goods and services which the current financial system could 
not distribute. What was more, this shared ‘something for nothing’ was far more 
justifiable than the deceitful ‘something for nothing’ which bankers obtained 
from the creation of credit. 

Douglas stressed that behind any scheme of monetary reform, there had to be 
a philosophy. He insisted that behind the current monetary system there was also 
a philosophy. Although it might be that the current monetary system existed by 
default, due to the unchecked power of bank-credit driven growth for centuries, 
there was a philosophy implicit in its operation. A range of assumptions and 
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prejudices had developed around this type of growth, and people could not let go 
of them, in spite of argument and evidence. 

It might be unconscious, it might not be admitted, but behind the objections 
to a basic income, and the refusal to change the financial system, were a collec- 
tion of prejudices and assumptions which amounted to a philosophy, and 
Douglas put this into words. ‘The objective of the present system [is] consciously 
or unconsciously based upon this idea that the individual must be kept in a condi- 
tion of economic dependence’. 

The effective policy of the financial system was to uphold a philosophy of 
dependence and control. Creating extra jobs for the unemployed, using a delib- 
erate deficit, so that they could obtain goods already available, was a form of 
government exploitation amounting to slave labour. 


What is being aimed at so far as you can put it into a few words, is a pyra- 
midal slavery system by which people are kept in their places, and it is done 
by elevating things into rewards, and giving them values which don’t 
exist.’!! ‘The policy is to load us individually and collectively with debt so 
that we shall be the slaves of our debtors in perpetuity. It is impossible to 
obtain money to pay off the debt, owing to the fact that our debtors are at 
the same time in sole control of the power of creating the money which is 
required to pay off the debt.!? 


In a comment that has considerable bearing on our apparent prosperity, 
Douglas remarked; 


The abolition of poverty in the midst of plenty, important though that is, is 
not the core of the problem. It is conceivable that people might be provided 
for as well-fed slaves... It has to be realised that not for thousands of years 
have the people of these islands been so completely enslaved as they are at 
present, and that the primary characteristic of the slave is not bad treatment. 
It is that he is without say in his own policy.!4 


By not reforming the financial system, the government retained control over 
a dependent population and thus retained a huge degree of political power. ‘If 
you can control economics, you can keep the business of getting a living the domi- 
nant factor of life, and so keep your control of politics — just that long and no 
longer’ .!4 

This was the manner and frankness with which Douglas presented his analysis 
and proposals, and to say that it was highly charged is an understatement. 
Douglas’s writings and public speeches amounted to an astonishing attack on the 
motives as well as the methods of modern government. A large number of people 
simply did not understand what he was talking about, and felt that he was being 
ridiculously extremist. Others were convinced that his economic analysis and 
penetrating observations had taken him to the heart of modern governance. 
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Amongst Douglas’s many followers, there was a genuine air of expectancy; a 
feeling that a major leap forward in human social and cultural development was 
in the balance and that this was a key moment in history. However, there was an 
additional and rather unexpected result of Douglas’s invective. A number of 
eminent and key financial figures started making revealing comments about 
banking and came out openly in support of Douglas’s proposals; what is more, 
they often re-emphasised the uncompromising terms in which he was stating 
them. 

This was when Reginald McKenna, a former director of the Bank of England, 
wrote; ‘I am afraid that the general public would not like to be told that banks 
create and destroy money’. He added, ‘They who control the credit of the nation 
direct the policy of governments, and hold in the hollow of their hands the 
destiny of the people’.!> Vincent Vickers, another Bank of England director, 
became a firm advocate of monetary reform, writing in a foreword to a book by 
Robert Eisler. 


The existing monetary standard is unworthy of our modern civilisation and 
a growing menace to the world... I am qualified to tell the public that in my 
view, it is entirely mistaken if it believes that the monetary system of this 
country is normally managed by ‘recognised monetary experts’ working in 
accordance with the most scientific and up to date methods known to 
modern economists... The Bank of England should no longer attempt to 
stifle the efforts of modern economists, nor persist in regarding all 
‘Monetary Reformers’ as impertinent busybodies trying to usurp her 
authority... When we see great sections of the community clamouring for 
monetary reform then, surely, it is time for the government to seek advice 
elsewhere, and to encourage open discussion... It is not ‘productive 
industry’ with its new machinery which is the root cause of our unem- 
ployment and our uncertainty, but ‘Finance’, with its antiquated 
mechanism, which has failed to adapt itself to modern requirements. 16 


Perhaps the greatest transformation was that of Lord Josiah Stamp, another 
director of the Bank of England. In the opening page of his pamphlet Dictatorship 
by Taxation, Douglas quoted a recent statement by Lord Stamp; 


While a few years ago no one would have believed it possible that a scale 
of taxation such as that at present existing could be imposed upon the 
British public without revolution, I have every hope that with skilful 
education and propaganda this scale can be very considerably raised. !? 


Douglas then pilloried Lord Stamp and his policy very thoroughly, empha- 
sising that in the context of the government’s failure to provide currency, 
‘.,.taxation is legalised robbery, is unnecessary, wasteful and tyrannical’. Within 
weeks, Lord Stamp had made his startling statement regarding banking, the 
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acquisition of property and the implications of slavery, which was quoted in 
Chapter 2; ‘If you want to become slaves and pay the costs of your own slavery... 
let the banks create money’. This was the effect Douglas had on many who could 
see that not only did he have an important analysis of the financial system, but 
that analysis revealed political considerations of the greatest importance. 

It was in the context of this strongly political and philosophical approach that 
Douglas presented his later proposals. He repeatedly stressed that any recom- 
mendations he made were only intended as suggestions; the essential 
consideration was that the financial system needed to be changed. He thus 
preferred to outline the principles involved in reform, and by and large steered 
clear of specifying cut-and-dried solutions. For example, in Social Credit, he 
discussed his proposals for a national dividend in little more than a paragraph. 
Whilst wages would remain as they currently were, there should also be 


...a dividend which collectively will purchase the whole of its products in 
excess of those required for the maintenance of the ‘producing’ popula- 
tion... Under such conditions, every individual would be possessed of 
purchasing power which would be the reflection of his position as a ‘tenant 
for life’ of the benefits of the cultural heritage handed down from genera- 
tion to generation." 


Social credit became a major political movement around the world. A social 
credit government was elected in the province of Alberta, Canada, but every 
attempt which that administration made to implement a system of finance based 
on Douglas’s ideas was overruled by the central Canadian government. The 
Second World War completely baulked the momentum of the growing social 
credit movement and afterwards the government promised a ‘land fit for heroes’. 
New centralised programmes for the rebuilding of our towns and cities were 
undertaken, injecting huge loans and providing plenty of jobs. The massive fail- 
ures of the financial system until shortly before the war were forgotten in the 
post-war boom and the general desire to ‘get into the future’ as soon as possible. 
The issue of economic democracy was simply bulldozed aside in the reconstruc- 
tion of the postwar ‘New Jerusalem’. 

Since then, Douglas’s ideas have been largely neglected; either ignored or 
proclaimed outdated in the modern welfare state. However, the Social Credit 
Secretariat based in Scotland continues to publish Douglas’s works, and produces 
a regular magazine commenting on political and economic events. But the mass 
media are not interested, and if you mention C. H. Douglas or social credit to 
anyone under the age of seventy, they will probably say, ‘Who...What?’ But 
Douglas was a massive political influence in his day, and a major figure on the 
world stage. He not only had a worldwide following, but gave evidence at count- 
less official inquiries in Great Britain, Japan, Canada, New Zealand and 
Australia. As the most articulate and persistent critic of the economic and finan- 
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cial system this century, his omission from modern textbooks on the history of 
economics is astounding and worrying. For it inevitably reminds one of his 
comment; ‘The whole strength of finance ... lies in the unconsciousness of the 
average individual as to its nature’. That unconsciousness has steadily grown since 
Douglas’s death in 1952. 

Douglas’s appeal transcended all barriers of class. He had followers who were 
ordinary working people and supporters amongst the business and wealthy 
sectors of society. This was because it was perceived that his ideas cut right 
through the timeworn adage that the ‘poor are poor because the rich are rich’ and 
showed that modern poverty was due to the financial system. Douglas pointed 
out that in a modern industrial society, there was potentially enough for everyone 
and that included a share of the leisure bound up in unemployment and 
progress. Douglas bridged the divide of jealousy between rich and poor created 
by scarcity-money, and he bridged the divide of conflict between the businessman 
and his employees. All could perceive that they had a common interest in the 
balanced functioning of the economy, a common, day-to-day, practical interest 
which was far stronger than the superficial difference of class. In this sense 
Douglas was far more shrewd than either Marx or Lenin, for he saw that the issue 
of class was an abstract diversion from an essentially practical matter. 

A full understanding of the role of monetary processes is actually missing from 
both capitalist and socialist theory, and the essential falsehood of both is revealed 
by Douglas’s analysis. Both capitalism and socialism are built on the assumption 
that there is nothing wrong with the financial system; Douglas showed that not 
only was their something radically wrong with it, but that it was the very cause 
of the split between ‘workers and bosses’ which is behind the socialist/capitalist 
dispute. The key flaw in both socialism and capitalism is the exploitable status of 
a wage-dependent population, and the consequent power of either capitalist or 
socialist ‘élites’ to exercise control, either through private industry or government 
agencies. The alternative to both is represented by the basic income, and the 
decentralisation and balance of financial power that this entails. 

Lacking the ‘extra information’ offered by Douglas’s analysis, which reveals 
the misdirection of industry and the hopeless inadequacy of the distribution of 
goods, both capitalism and socialism are in fact different responses to a misun- 
derstood problem. Left wing and right wing dogma are both misperceptions of an 
economic conflict that appears to divide people, but which need not. By concen- 
trating on the common interests of people within the economy and ensuring these 
complement each other, social credit attempted to combine the good intentions 
of socialism and the productivity of capitalism to allow people to work together 
to their mutual benefit. In terms of political and economic theory, social credit has 
been described as ‘the suppressed alternative’ to both capitalism and socialism. 

Frances Hutchinson has recently re-evaluated Douglas’s ideas and assesses 
their relevance today.!* Her studies show that, although from the public percep- 
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tion Douglas arrived almost like a bolt from the blue, he was in fact part of a tradi- 
tion of social criticism which culminated in the Guild Socialist movement at the 
turn of the century. His financial ideas were new, but his philosophy was 
embedded in that of earlier and contemporary reformists. Hutchinson presents 
the political economy of social credit for what it truly was, and is; at once the 
most radical, the most constructive and the most coherent blend of economic and 
social analysis this century. 

C. H. Douglas was a visionary. He perceived amidst the turmoil of economic 
progress, instability and acute personal hardship, that there was contained also the 
opportunity for widespread material prosperity and social content. Today, all the 
warnings and prophecies issued by Douglas and his followers nearly eighty years 
ago have come back as if to haunt us, but in new, terrifying modern forms — mass 
waste, pollution, overwork, unemployment, alienation, and the most atrocious 
Third World deprivation and destabilisation. Douglas’s analysis and his proposals 
are of even greater relevance today than they were in the desperate days of 
‘poverty amidst plenty’. 
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History (part II): 
The extension of debt finance 


I is a matter of general knowledge that the great depression was eventually 
solved in exactly the same way as governments had always solved the problem 
caused by debt — by creating more debt. In America, Roosevelt introduced his 
‘New Deal’, under which the government ran a large deficit for a number of years, 
and stimulated economic growth through the mechanism of the national debt; the 
issue of bonds, against which commercial banks created money. 

In Britain, however, the government considered two recent official reports; the 
Macmillan and May reports. As the previous chapter related, the Macmillan 
report was a wide-ranging study of the entire financial system, and urged the 
government to adopt a fiscal policy that was supportive. The recommendation 
was to undertake a government debt sufficient to stimulate the economy. By 
contrast, the May Committee was an orthodox accountancy investigation ‘to 
enquire into the state of the national finances’. The May Report, of course, 
showed that the nation was in debt and was likely to get further in debt. Indeed 
it suggested that in the following year (1932) there would be a deficit of as much 
as £120 million. The Times stated; ‘The May Committee have proved beyond 
doubt the fact that the nation is living beyond its means ... terrible dangers can 
only be averted by cutting down public expenditure’. ! 

The May Report came out in the summer of 1931. Factories were working half 
time or not at all and unemployment was rife. But still the government chose to 
follow the advice of the May Committee for a restrictive policy, with higher 
interest rates, cuts in government wages and cuts in dole payments to the unem- 
ployed. The result was that whilst America surged out of the depression on the 
back of a generous government deficit, Britain remained in depression virtually 
up to the outbreak of the Second World War. In the words of Walter Morton; 
‘The government rejected the Keynesian view as contained in the Macmillan 
Report for that of the more orthodox Sir George May’ .? 

It is important to understand the theoretical justification offered by economists 
of the day for the budget deficits of The New Deal and Bnitain’s later deficit, for 
these were to become the financial orthodoxy of the next forty years. By now it 
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was apparent to all, and generally accepted, that there was an acute lack of 
purchasing power. But there was still a determined refusal by most economists to 
accept that this had anything to do with the financial system and industrial debt. 
Keynes, in his General Theory of Employment, Interest and Money, had but one expla- 
nation to offer for the cause of the depression, and one policy as a remedy. The 
cause of the shortage of purchasing power was, according to Keynes, a matter of 
‘lost savings’. By this, Keynes meant savings that were ‘lost’ to the financial 
system by being saved, and not used either for spending, or reinvestment. The 
remedy Keynes proposed was that the government should step in and compen- 
sate for these lost savings, restoring the circulation of money in the economy. This 
could be achieved by organising new public works programmes, which the 
government would fund through its deficit. 

This was the perfect remedy for economists and the government. It provided 
a rationale for the budget deficits they were already being forced to run, and 
encouraged them to take a more active role in solving the depression, by 
providing public works schemes. It meant that governments did not feel they had 
to wait for industry to borrow, invest, build, and find markets for goods before the 
depression could end. Governments could step right in and boost the level of 
purchasing power in the economy by wages distributed through public works 
programmes, and what was more, no goods had to be sold. No one has to buy a 
municipal park or new hospital, or a road. There would be no unsold goods to 
worry about. Keynes’s remedy also helped economists and governments out of a 
major theoretical corner. Keynes acknowledged a lack of purchasing power, but 
by the convenient concept of ‘lost savings’, economists could still claim that prices 
and purchasing power were equal and matched in principle. People had been 
saving and industry had hoarded profits, and these ‘lost savings’ accounted for the 
lack of sales. Thus economists and the government did not have to acknowledge 
a deeper reason for that lack of purchasing power. 

Douglas and others pointed out that there did not appear to be surplus savings 
in domestic bank accounts, either private or commercial. In fact savings were at 
an all time low. Economists replied by suggesting that perhaps some of the lost 
savings were either literally lost, or were being hoarded as cash. This, therefore, 
was the original theoretical justification offered by conventional economics for 
running a deliberate budget deficit and building up a large peace-time national 
debt. The £380 billion pounds which is outstanding on our government's national 
debt, and on which we must pay £30 billion in 1998, has its ongins, according to 
the conventional economics of the time, in surplus bank accounts which didn’t 
exist, cash that had been lost, teapots with money in them and grannies with 
socks full of bank notes. 

Of course, Keynes’s theory of savings was more substantial than this, and 
made sense; at least it made sense until you look to the real world for evidence to 
support it. Keynes argued that with economic advance and rising incomes, people 
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tended to spend less of their income, and save more; they had more disposable 
income, and chose often not to dispose of it. Not only did they save it, they did 
not invest it; thus goods were not being bought and the savings were lost to the 
economy. It all sounds so convincing, until one reflects that this theory was put 
forward at a time when incomes were at their lowest for years, and many people 
didn’t have any income to dispose, or not dispose of! Also, industrial debt was 
widespread, and to suggest that industry was responsible for a drain on 
purchasing power by hoarding money and refusing to invest was to defy the most 
obvious evidence to the contrary. 

What was known was that large, in fact very large quantities of money did 
exist; but of course, this was in the possession of banks and financial houses, not 
the general public and industry, and to obtain this money involved borrowing. 
The assumption that money in the business accounts of banks is ‘lost savings’, 
and thereby available to the economy as a whole, is to miss the essential point; 
bank money is only available as a debt, and it was from the effects of debt that the 
economy was already suffering. 

That Keynes was confused and made a fundamental error of analysis is 
obvious, and this is only emphasised by the fact that Keynes himself was an advo- 
cate of monetary reform. When Ireland adopted a protectionist agricultural 
policy in the inter war years, Keynes delivered a lecture at University College 
Dublin in 1933; 


The minds of this generation are still so beclouded by bogus calculations 
that they distrust conclusions which should be obvious... We have to 
remain poor because it does not “pay” to be rich. We have to live in hovels, 
not because we cannot build palaces but because we cannot “afford” 
them... the same rule of self-destructive financial calculation governs every 
walk of life.’ 


Keynes commented on one of Roosevelt’s election speeches, in which he 
referred to the need for monetary reform, as 


in substance a challenge to us to decide whether we propose to tread the old 
unfortunate ways or to explore new paths; paths new to statesmen and to 
bankers, but not new to thought. For they lead to the managed currency of 
the future, the examination of which has been the prime topic of post-war 
economics.’ [Author’s italics] 


Keynes honestly thought that his analysis of ‘lost savings’ was correct, and that 
his proposals amounted to a true remedy for the financial problems of the depres- 
sion. He simply did not realise the extent to which a deliberate budget deficit is 
not a reform; it is a continuation of the policy of debt which created the problem 
in the first place, a confirmation of the power of banks to create money, and a 
concession to government of the power to exert overall control over the economy. 
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This results today in the ‘reality’ of not having enough money to keep hospitals 
open, but having enough money to attract a multinational corporation to equip 
Britain to fight in the global export battle, and the power of European govern- 
ments to bring their economies into alignment for monetary union at the cost of 
a crippling recession. What Keynes unwittingly provided was a theoretical frame- 
work for the exercise of government power and banking profit, dressed up in the 
guise of support for the economy. 

There is one point about Keynes’s budget deficit policy that it is essential to 
appreciate; it was meant to support the economy fully. Commenting on the 
rebuilding of Dublin, Keynes stated that he would fund that reconstruction ‘to the 
highest standards, convinced that what I could create, I could afford’. In other 
words, the capacity and need of the economy should be the determining factor 
in government funding, not lack of money. The criterion was, what could be phys- 
ically created could, and should, be financially afforded. The government's deficit 
was to be attuned to the reality of what the situation demanded. It was certainly 
not a deficit to be cut and constrained at every available opportunity, in clear defi- 
ance of what we can achieve, in the way we do today. This was the opposite of 
Keynes’s intention. 

Today, the British government restricts the budget deficit cruelly by comparison 
with the interwar period. This might seem a strange statement to make when that 
debt stands at nearly £380 billion. But once inflation is taken into account, the 
picture is very different. The national debt in 1938, before wartime spending had 
even started, stood at £7 billion. This was equivalent to 143% of GDP. Today’s 
national debt of £380 billion is equivalent to only 56% of current GDP, yet the 
government insists on restraint. This matter of the ratio between the national debt 
and GDP is vitally important, since it allows us to judge the real size of a national 
debt, relative to the prices of the day and the overall productivity of the economy. 
Such an analysis is revealing of many international postwar events, as is shown 
later. 

As well as the start of deliberate deficit financing, there was another important 
financial event in the 1930s. This was the departure from the gold standard as the 
basis of commercial banking. When Britain and America, and eventually the 
other economies of the world, left the gold standard, in one sense the world’s 
financial system was fundamentally changed. Banking was no longer rooted in, 
and theoretically limited by, a bank's or a nation’s reserves of gold. Since it is ludi- 
crous to tie general economic activity to the availability of a commodity which 
has value because of its scarcity, this was, or should have been, a huge step 
forward. However, all that dropping the gold standard ultimately achieved was to 
further enshrine the power of banking, and ensure the growth of debt. Prior to the 
abandonment of the gold standard, although it was a small amount, the annual 
supply of gold formed a credit input into the money supply. Now this was gone. 
Most of the countries of the world had, by this time, passed legislation similar to 
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that of Britain and America which defined, and restricted, the responsibilities of 
government to supplying the nation’s cash currency. This was the government- 
created, debt-free input to the economy; with the abandonment of gold, this 
creation of coins and notes became the sole debt-free input into the economy. 

During the Second World War, the United Kingdom government ran a 
massive budget deficit. The national debt rose from £7 billion to £24 billion in just 
five years, as the economy went into overdrive to meet the war effort. The indus- 
trial and technical advance undertaken during a period of war, when the false 
restraint of money is taken off, and the government gives the economy full 
productive reign, is a sign of the incredible potential which modern technology 
offers. In the past, after a war, the attempt by governments to repay the war debts 
it had incurred led either immediately, or in the space of a few years, to a terrible 
and utterly unnecessary depression. But after the Second World War, such a 
depression did not occur in the UK, and for the simple reason that the govern- 
ment did not attempt to reduce the national debt from its wartime level. There 
was no post-war fiscal restriction. The national debt was allowed to rise with the 
building of the New Jerusalem and the welfare state. The figures for the growth 
of the national debt are shown below. 


Post-war UK National Debt 


1946 £24.8 billion 
1948 £25.6 billion 
1952 £25.9 billion 
1954 £26.6 billion 


There would have been every fiscal justification, according to conventional 
accountancy, for the British government attempting to reduce the national debt, 
since at the end of the war, the figure of £24.8 billion represented an astonishing 
250% of GDP. But this was not done, and so reconstruction began, partly 
supported by the deficit, and partly aided by American funds under the Marshall 
Plan. This development continued until the Americans suddenly cut funds to 
Britain, whilst continuing the reconstruction of Germany. The government did 
not compensate with a larger deficit, and financial pressure began to mount in the 
British economy. The budget deficit was then persistently restricted and the 
economy went into a steady and long-term decline that is discussed later. 


Birth of the IMF and World Bank 


Towards the end of the war, the governments of the allied nations held the 
conference at Bretton Woods in America, which did more than anything else to 
determine the path of development which the world has since taken. This was 
when the constitution of the World Bank and the International Monetary Fund, 
and also the principles of postwar international trade, were decided. 
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Keynes had for years been working on a plan for a neutral international 
currency, which he called ‘The Bancor’. However, the American delegation lead 
by Harry Dexter-White presented a counter-plan, in which trade between nations 
would be based upon national currencies involving a system of fixed exchange 
rates. The American delegation also pushed for free world trade and a centre-stage 
role for the new monetary authorities. Critically, under the American proposal, 
there was to be no obligation on nations gaining revenues from an export surplus 
to spend them back in countries which had a trade deficit. The creditor countries 
would fend this money to debtor nations, via the IMF and World Bank. The 
American proposal meant that an imbalance of trade and money could develop, 
and lead to permanent debt between nations, and permanent debt to the World 
Bank and the IMF. Keynes, who headed the British delegation, was implacably 
opposed to such a policy. In a famous statement he begged; 


I sympathise, therefore, with those who would minimise, rather than those 
who would maximise, economic entanglement between nations. Ideas, 
knowledge, art hospitality, travel — these are the things which should of 
their nature be international. But let goods be homespun whenever it is 
reasonably and conveniently possible; and above all let finance be primarily 
national.> 


Some of the American delegates supported Keynes. Wilbert Ward, a vice pres- 
ident of the National City Bank of New Orleans, gave a warning about the 
dangers of the official American proposal. ‘If you are going to set up a bank you 
should set up an organisation to finance transactions that will in the end liquidate 
themselves. Otherwise it is not a bank ... Where can we loan thirty to fifty billion 
around the world with any prospect of its being repaid ?’6 But it was the official 
American policy which prevailed and set the terms under which the World Bank, 
the IMF, international trading and financial settlements of trading should 
operate. 

It is revealing to consider the alternative scenario put forward by Keynes. He 
proposed that nations with a trading surplus should be required to spend any 
annual monetary balance they obtained back in the economies of nations with a 
trade deficit; failure to do this would lead to those creditor nations forfeiting part 
of their deposits with the World Bank. Had this been the policy of the World 
Bank and the IMF, and had this principle governed international trade, there 
would be no Third World debt today. The Canadian Committee on Monetary and 
Economic Reform recently commented; ‘The American delegation dictated a 
system that is placing the entire burden on the debtor’.’ 

The American policy not only guaranteed that the Third World countries 
became the debt sinks of the modern world, but also ensured that the most 
economically powerful nations would eventually dominate world trade and devel- 
opment, and also international finance. Those American politicians, financial 
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advisers and corporate representatives who dictated the Bretton Woods agree- 
ments effectively determined that thereafter, trade would everywhere prosper over 
domestic need. The decline and eventual demise of democratic sovereignty 
throughout the world became only a matter of time, first crushed beneath the 
economic power of the strongest nation, America, and later by the power of inter- 
national finance. Eventually, America also began to pay the price for unfettered 
trade and rampant international finance when the world financial system became 
totally divorced from location and reality in 1971. 

In 1971 there occurred one of the most significant but least understood 
changes to the world’s financial system. Prior to that date, holdings of one 
nation’s currency by another could be exchanged for gold. If France came to hold 
a certain amount of American dollars, the terms agreed at Bretton Woods laid 
down that France could claim this amount in gold from America. Thus, although 
gold had been abandoned forty years earlier as the basis of domestic banking, it 
was still the theoretical basis of international exchange. As a result, most nations 
had controls over the outflow of investment capital. However, over the decade 
from 1960-1970, there had been a large outflow of dollars from America. 
International banks based in Europe had been multiplying these into vast lendings 
of ‘eurodollars’. The Americans prevaricated until after the Vietnam War, but 
finally had to accept that they did not hold nearly enough gold for all these dollars 
to be exchanged. Under President Nixon, the Americans cancelled the right of all 
governments to claim gold from the American reserves. With America aban- 
doning this commitment, other countries immediately followed suit. 

This completely changed the conditions of the world’s monetary system, and 
removed one of the last elements tending to keep finance national. Once there 
was no fear that holdings of dollars or pounds by another nation might lead to a 
call for gold that America or Britain didn’t have, there was no need for the restric- 
tions on an outflow of money for foreign investments. Since it has always been 
assumed that foreign investments would bring back repatriated profits, there was 
now every incentive on countries to deregulate and allow domestic businesses to 
go abroad and take capital with them. In addition, countries were hoping for an 
influx of foreign investment and so each wanted to impress upon prospective 
companies and corporations that they were an open trading nation, and that there 
were no barriers to the repatriation of profits. In short, the deregulation after 1971 
heightened the battle between nations for development by removing all controls 
and barriers to the international flow of money. The battle was no longer just for 
exports and foreign markets; it was a battle involving foreign investments, with 
nations eager to see investment abroad, and also eager to attract investment. 

It was clearly understood that deregulation of foreign investment would lead 
initially to a substantial outflow of money, especially from the richer countries 
whose industries would be seeking profitable foreign investments. Domestic 
banking round the world began to be freed from all restraints to supply the 
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necessary money. In other words, there was deregulation, not just of the rules 
governing the export of capital, but also the rules governing domestic banking, 
so that this additional money could be created. The OECD Report Structural 
Indicators; 1996 summarises these notable changes; 


It used to be the case that the government could limit the creation of bank 
credit by insisting that the credit they extended was always backed by a 
certain amount of cash... This broke down when the regulations governing 
the behaviour of banks underwent successive and radical changes. The 
control over the expansion of chequing accounts was greatly weakened in 
1980 when banks were no longer required to keep meaningful cash or liquid 
asset ratios.8 


This was when the British government dropped the liquidity ratio and the 
reserve asset ratio, which were intended to restrain banking. Banks were permitted 
to offer mortgages on the same terms as building societies, and building societies 
in return were deregulated and permitted to expand their financial activities and 
investments. Vast sums of money were created by banks and building societies, 
money flooded out of the UK and foreign investment soared. After the 
Conservative government completed the deregulation of foreign investment 
capital and domestic banking in 1979, there was a net outflow of £70 billion over 
the subsequent 10 years. If the money supply graph on page 15 is studied, one of 
the most striking features is that from 1980, the rate at which debt increased was 
far higher than the rate of increase of the domestic money stock. Eventually this 
has reached the point at which the British economy now supports debts totalling 
£780 billion, whilst only having a money stock of £680 billion. In other words, 
approximately £100 billion of money created as a debt has been lost to the UK 
economy. In fact, since those bonds of the national debt which are bought by the 
banking sector also create money, the total outflow from the British economy has 
been even greater than is suggested by the disparity between the £680 billion 
money stock and £780 billion private debt. 

Let us be quite clear about this; some of the money which went abroad was 
created through businesses undertaking the borrowing themselves, whilst some 
outflowing money has been due to Britain’s persistent trade deficit. But a 
substantial part of this monetary outflow has been money which ordinary people 
have been forced to create by going into debt, subsequently obtained from profits 
and share issues by domestic businesses and then taken abroad for investment. 
This is money that the people of this country have created, often against the secu- 
rity of their houses, or money that has been created by the government increasing 
the national debt. The period between 1975 and 1985 was when mortgages 
suddenly leaped to heights never before seen in all the developed nations and 
budget deficits soared. 

Precisely how unjust this monetary outflow has been is underlined by the fact 
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that for most countries, despite these foreign investments, the return of money — 
the repatriation of profits — has never compensated for the continued outflow of 
capital. For the wealthy nations with substantial foreign investments, an initial 
outflow of capital was expected, but it was also expected that this money would 
soon return as businesses turned investments into profits and brought those profits 
back into the country. But as discussed in Chapter 12, the true profits from foreign 
investments have generally failed to keep pace with the rate at which yet more 
money flows out of the economy. However this does not mean that this money 
has been enjoyed by other nations — the nations which received the capital invest- 
ment. If the totals of foreign capital outflows of the nations of the world are 
compared with total capital inflows, there is actually a marked discrepancy with 
far more flowing out than flowing in. So where has this money gone? 

The answer is connected to another mystifying economic fact. International 
trade is not after all a ‘zero-sum game’ as detractors of free trade have often 
argued; it is actually far worse than that. If the number of nations with an export 
surplus and the value of those surpluses is compared with the number of nations 
who are net importers and the size of their trade deficits, there is again a marked 
disparity. The total of trade deficits in the world is greater than the total of export 
surpluses. A study by Derek Blades for the OECD? in 1985 found that the discrep- 
ancy between total imports and total exports, amounting to an annual global trade 
deficit, was steadily rising. 


OECD Trade Deficit as Percentage of Total Trade 
1972 1974 1976 1978 1980 1982 
2.9% 3.1% 3.3% 40% 4.0% 4.5% 


In other words, international trade has become a ‘negative-sum game’ with 
nations of the world, on balance, drifting deeper into debt through their interna- 
tional trading. Where has all this money gone? How can there be a net trade 
deficit over the world as a whole? In financial terms, how can there be a net 
outflow of money from the nations of the world? Part of the answer to this is that 
a colossal and ever-growing amount of money is tied up in foreign trade, and in 
foreign currency exchanges and flowing between the stock markets of the world. 
Chapter 11 detailed the $800 billion of transactions that are conducted every day 
on the foreign exchanges alone; a total of $280 trillion worth of transactions per 
year. And this is just the foreign exchanges; the international exchange between 
the world’s stock markets probably conducts transactions well in excess of this 
amount. Also, the total of world trade imports and exports now stands in excess 
of $5 trillion per year. This amounts to a simply massive quantity of money circu- 
lating in the international arena. 

It is not that this money does not circulate into and out of the national 
economies of the world; of course it does. But to facilitate and finance these levels 
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of international financial dealings means that, at any one moment, and therefore 
at all times, a colossal sum is tied up in the exchanges and money markets. 
Moreover, this amount is constantly increasing, with inflation and the rise in inter- 
national financial dealings; hence the outflow from nations is always greater than 
the inflow. A vast and growing amount of the money created within the domestic 
economy has been, and still is being, drawn into the international financial arena. 
On top of this, multinational corporations and international financiers utilise 
offshore banking havens, such as the Cayman Islands, and foreign currency 
deposits in countries such as the Bahamas, to keep undeclared amounts as 
reserves of capital. 

The summary of this is that the majority of national economies have sustained 
a net outflow of money — much of which has been created by the citizens of 
those countries going into debt — and this money has gone to fund and sustain 
the modern drive for exports and the wilful and irresponsible trade in currencies, 
shares, bonds, derivatives, futures, funds, and ‘funds of funds’ on the international 
stock markets and foreign exchanges. 

After deregulation, those nations in which the exodus of capital was most 
marked, such as Britain, found that domestic investment slumped considerably, 
contributing to severe underdevelopment and unemployment. The only choice 
was to attempt to attract inward investment from foreign companies and try to 
counter the financial efflux with a financial influx, providing investment and jobs. 
Thus the British government found itself in the position of having to go cap in 
hand to the multinationals to try to persuade them to invest in our country. It 
might be thought that America, the richest nation in the world, would surely be 
a beneficiary of its foreign investments. America is always seen as the centre of 
modern financial imperialism and the dollar is the effective basis of international 
finance and trade. But in order for the dollar to act as the world’s principal inter- 
national currency, vast amounts of dollars have had to be produced, and this 
involves debt. Banks outside America creating ‘eurodollars’ have created some of 
this debt-money; some of the debt has been undertaken by the American govern- 
ment through its generous deficit policy running up a national debt of $5 trillion 
dollars. But much has also been created by the American people, as is shown by 
the current total of $4.2 trillion outstanding on US house mortgages. 

The benefits that Americans have gained from their country’s position of debt- 
funded supremacy are dubious. In terms of incomes, exactly the same has 
happened in America as in Britain since the late 1970s. The average American 
wage and conditions of employment have deteriorated steadily, and America too 
has been forced to sell itself to the multinationals. America presents itself, through 
its television images, as not only the most powerful world nation, but the most 
prosperous. In fact, with 18% of the workforce on wages below the poverty line, 
an even larger proportion barely making ends meet, millions of families forced to 
have two wage earners, individuals moonlighting between two or more jobs and 
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the highest personal indebtedness of any of the peoples of the world, American 
wealth is much, much more apparent than real. 


National debts and economic growth 


Mention has just been made of the role of the American deficit in creating the 
dollars which supply the world of international trade with its base currency. It is 
now time to look at the national debts of nations rather more closely. 

The period from 1950 to 1990 has been marked by a striking change in the rela- 
tive prosperity of certain nations. America has achieved a position of undisputed 
pre-eminence in world economic affairs. Japan and Germany have risen almost 
miraculously from their state of postwar ruin to become major economic and 
political forces. By contrast, Britain has sunk from its former position as one of 
the world’s great economies to being a second rate, and ultimately a third rate 
nation both in terms of its economic influence and its domestic development. 
This decline is variously put down to the indolence of the British people, or their 
post-industrial malaise, or just the sheer hard work of the more successful nations. 
There may be some truth in this, but there is a financial factor that has had a 
massive bearing on all these developments. This is the power a government has, 
either to use the national debt generously, to support the development of an 
economy, or to restrict the annual growth of the national debt and preside over 
economic stagnation and decline. 

One of the most obvious conclusions of a historical survey of financial 
economics is that, under a debt-based monetary system, a national debt is essen- 
tial to keep the economy functioning. Whenever an attempt has been made to 
restrict or pay off the national debt, for example after a war, the result has been 
a dreadful depression. When that policy has not been pursued, there has been a 
postwar boom built on the technological advances achieved during war. 
Whenever one nation has pursued a national debt and another has not, the result 
has been a marked disparity in the rate of development; for example the contrast 
between America and Britain between 1920 and 1929, and also between 1933 and 
1938. On both these occasions, America pursued a generous deficit policy, whilst 
Britain pursued a policy of tight budgetary restriction. 

We in Britain are used to being told that we are a poor nation, living beyond 
our means. What most people are not aware of, and our politicians are careful 
never to tell us, is that our national debt is one of the lowest in the world. More 
than this, we have been pursuing a policy of restricting the national debt for the 
past forty years, whilst most other nations of the world have been doing precisely 
the opposite. The facts are quite arresting. OECD figures analysing the deficit 
growth of all OECD nations between 1960 and 1994 show that the average 
throughout the world was an increase in the national debt from 25% of GDP to 
76% of GDP. Britain was the only nation in the world to reduce its deficit relative to GDP 
over that period. 
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For example, since 1960, America has allowed its national debt to increase 
from $235 billion to its current level of $5 trillion. This is an increase by a factor 
of 26, and the debt of $5 trillion is approximately equal to $24,000 dollars per 
person in the United States. Over the same period, Britain’s national debt was 
increased from £27 billion to £380 billion. This is an increase by a factor of 14 and 
the total debt is approximately equal to £7,000 or $11,000 per person in Britain. 
Not only is the British national debt one of the smallest per capita, in real terms 
America has increased her deficit from about 30% of GDP to the current level of 
82% of GDP. 

Bernard Connolly has shown how the German government used its deficit to 
support the German economy, and the conscious decision to use that deficit to 
turn Germany into the ‘Locomotive of Europe’.!° In 1960, Germany’s deficit was 
17% of GDP, but by 1997 had reached 64% of GDP. Meanwhile, Japan’s deficit 
between 1970 and 1994 was increased from 11% of GDP to 76% of GDP. These 
are not empty and meaningless statistics; they are of the utmost significance. As 
percentages of GDP these figures are more easily compared, and show the 
upward trend, without inflation and different currencies confusing the issue. But 
behind these percentages lies the reality — a simply massive annual injection of 
money by the governments of America, Japan and Germany into their domestic 
economies. This supply of government money represents a quite colossal level of 
constant financial support for these economies, deeply affecting the financial 
conditions under which their people and industry have been able to operate. In 
all three nations that have achieved economic supremacy (America, Germany 
and Japan) the deficit has been turned full on. 

By contrast, Britain has cut her real deficit from approximately 105% of GDP 
in 1960, to its current level of 52% of GDP in 1997, one of the lowest national 
debts of any developed nation in the world. Britain’s persistent restriction of her 
deficit is even more striking when it is remembered that after the Second World 
War, the national debt stood at 250% of GDP. The charts and graph opposite 
show a comparison between the UK and US deficits, and also the average OECD 
deficit. 

The reduction in the UK national debt from 250% of GDP to 52% of GDP in just 40 
years is the most profoundly restrictive financial policy that has been pursued anywhere in 
the world. At the beginning of the period from 1960 to 1990, Britain had a strong 
domestic economy and a clear world supremacy in many areas of her economy. 
But over those thirty years, many British inventions have gone abroad, for want 
of investment. Britain’s manufacturing base has declined to the point where we 
have virtually no steel or coal industry, whilst other nations have been subsidising 
theirs. Our domestically owned car and electrical industries, once among the best 
in the world, have foundered for want of investment and have either disappeared 
or been dominated by the pursuit of cheapness. Finally, they have been taken over 
by multinationals from other nations. Our expertise in shipbuilding, aeronautical 
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United States national debt growth 
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engineering, chemistry, electronics and engineering has so declined that Britain 
has passed from world leader in many fields to a middle-ranked also-ran. 

America, Japan and Germany’s success have all been built entirely upon their 
policy of deficit financing. Meanwhile, in Britain, the government has told its 
people that it is a poor nation, and so cannot spend more than it earns. But when 
the British government justifies a tight budget and a low borrowing requirement 
by telling us that our deficit is unsustainable, they fail to mention that other 
nations have been consistently running far larger deficits, and that these deficits 
were providing the platform for these nations’ successful development; moreover, 
that by restricting our deficit with the claim that ours is a poor nation, Britain has 
been turned into a poor nation. 

The reason that deficit financing by a government has such a dramatic effect 
on an economy is easy to understand. Through its budget deficit, a government 
takes on some of the burden involved in the supply of money, via a debt which 
neither businesses nor consumers have to carry. Although the government makes 
a pretence of taxing the nation to repay the national debt, since the national debt 
is perpetually rescheduled and more money is distributed each year on the 
national debt than is collected via taxation, the net effect is an annual creation of 
money and funding of the economy via a government debt; money which 
consumers and industry have not had to borrow into existence. Therefore, prices 
are not raised so much by industrial debt, consumer incomes are not so depressed, 
sales are easier, profits are higher, investment is higher and growth more rapid. In 
short, the government is supplying the economy with what it needs most — 
money. If money injected via a deficit is in sufficient quantities, the rapid growth which 
characterises a nation under war becomes possible. 

This is the reason for the Japanese and German miracle of reconstruction, as 
well as the supremacy of America. They have built their success on their deficits, 
supporting both domestic economic growth and foreign expansion. So whilst we 
in Britain have been wishing that we too could afford the generous welfare 
payments made by Germany, the truth of the matter is that those welfare 
payments, funded via a government deficit, have been a key reason for their 
success. In a debt-financed economy, it pays to support the elderly and unem- 
ployed, because they can then support industry. The only drawback is the 
embarrassment of a meaningless set of figures that say ‘you are in debt’. Well, the 
Americans, the Japanese and the Germans know that going into debt works. 

It is not just that a restrictive deficit has left the British economy relatively 
unsupported by comparison with other nations. The effect is compounded since 
the active deficit financing of Germany and Japan has supported industrial 
growth which has resulted in their goods and services taking over our home 
markets, drawing out yet more money, leading to lower investment, obliging 
British inventors to take their ideas abroad, and steadily thrusting the UK 
economy into steeper decline. The result of being a net importer was discussed 
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in Chapter 6, and this has combined with the contrast between the deficit policies 
of nations to ensure that these nations have risen to economic power whilst 
Britain has foundered. Steady support via the national debt allows an economy 
to grow rapidly, and this is reinforced by the export battle if other nations are 
pursuing a more restrictive policy and failing to support their economy. 

Such a dramatic decline as Britain has experienced is unparalleled in economic 
history. Moreover, there was no suggestion that such a decline was imminent in 
the 1950s and early 1960s, nor any apparent reason for it to occur. Nor was there 
any reason for such a restrictive deficit policy. By 1960, Britain had already 
reduced its deficit from 250% of GDP to 105% of GDP a remarkable achieve- 
ment. Quite why successive British governments have chosen to choke the 
economy by continuing this restrictive deficit, when all around them the countries 
of the world were funding growth on the back of a consistent deficit increase, is 
a question that should be asked of our politicians. They, of all people, have been 
in a position to appreciate the contrast between their policy and that pursued by 
virtually every other nation. 


Pensions and debt 


One of the most significant facts to emerge over the past few years concerns 
the soaring demands that are likely to be placed upon government state pensions. 
Future public pension liabilities in Europe are increasing so rapidly that they are 
actually deemed to constitute an undeclared government debt. They are unde- 
clared because, although they will have to be paid, the money has not yet been 
borrowed, and hence the figures do not currently appear in each country’s 
national debt. This is what has been referred to by the OECD as the ‘true’ level 
of public debt — the projected national debt that acknowledges the commitments 
which must be paid in the future and which are in excess of today’s commitments. 
According to OECD calculations, this means that the national debt in the UK is 
currently 74%, in Germany 142%, and in the Netherlands 226% of GDP. 
According to the IMF, the latest figures project that ‘Germany will swing from a 
net asset position on public pensions of 1.1% of GDP to a net deficit of 431% by 
the year 2050. For France, the projected deficit is 370%’. It is this anticipated 
upsurge in national debts which is making all governments, including Britain’s, 
look for alternatives to state pensions, care for the elderly and welfare benefits. In 
supporting the elderly of the future, there are two focuses of attention; housing 
assets and individualised pension schemes. 

Let us take housing first. Approximately 55% of British pensioners are owner- 
occupiers. Under current law, pensioners with assets of more than £16,000, 
including the value of their homes, must meet the cost of any care they receive 
in full. It is estimated that some 40,000 pensioners in the UK sell their homes each 
year to pay for old age care, so depriving their children of much of their inheri- 
tance and ensuring that they will have to assume a larger mortgage. The 
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government has studied ‘equity release’ schemes pioneered in the US, but the 
favoured approach is to try to ‘ring-fence’ an elderly person’s home. This is an 
arrangement in which governments, insurance companies and homeowners make 
a three-way provision to protect some of the equity in the house. The scheme is 
that, with some government assistance, an individual should pay for insurance 
protection, if necessary by tapping into the value of their homes with an addi- 
tional mortgage. If this insurance is high enough, it will then prevent their 
property from having to be sold to pay for care. If the insurance covers only some 
of the house’s value and the house has to be sold, the pensioner will get to keep 
an increased proportion of the money, and have to pay less of it towards care. 

There is a minefield here. House prices in the UK are constantly inflating, 
government support can be withdrawn, mortgage rates change, insurance 
premiums can fluctuate and laws and thresholds can alter. It has already been 
claimed that the cost to the individual of these schemes is likely to be so great that, 
for the majority of middle-income homeowners, such housing protection will be 
prohibitively expensive. Such schemes are seen as little more than a public rela- 
tions attempt by the government, pretending to offer protection, but under terms 
which few people can actually afford. Since the whole driving motive by govern- 
ment is to look at ways to reduce its outgoings and pass the cost of care onto the 
public, and since the insurance companies involved expect to make a profit, it is 
quite inevitable that whilst some homeowners may save some of the value of their 
property, overall the sale and mortgaging of houses on retirement will continue 
and almost certainly increase. If not, why is the government trying to pursue such 
policies in the context of saving money? 

As for individual pensions, supplementary individual savings schemes are 
intended to become compulsory. The attractions for government of individual 
pension schemes are numerous. Apart from the fact that private pension funds 
will reduce reliance on a state pension, it has been suggested that if, during a 
person’s working life they suffer periods of unemployment, that person could be 
directed to use their personal pension fund as a source of support. The govern- 
ment will thus be able to shed yet more of its welfare obligations. In addition, the 
stream of money paid into pension funds will be saved money; money placed in 
managed funds literally ‘looking for a place to go’. When Australia made indi- 
vidual pensions compulsory in 1995, their stock market took off with renewed 
vigour and investment soared. But perhaps the main attraction for government is 
that when a person starts a personal pension fund, an individual asset is created; 
an asset with a massive projected future value. Such an asset can be used as a basis 
for raising money... an individual pension fund is an asset that can be mortgaged. 
When a pension fund is mortgaged, as happens regularly in America, money is 
not taken out of the fund, money is raised — i.e. created against the fund. 
Ultimately, the institution of individual pensions in a debt-based economy will 
mean that a government is able to evade heavy social security and pension 
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payments. Governments will be able to rely upon the existence of a vast number 
of individualised assets, on a par value with houses; assets which can become the 
basis of debt-money creation and also provide welfare support. 

It has been estimated that the creation of a personal pension fund that will 
supply an income equivalent to today’s meagre Family Income Support level, 
would involve contributions of 8% to 10% of the average income for 40 years. The 
Times commented that according to predictions, individual pensions that afforded 
a reasonable standard of living could end up costing three times the amount of the 
average mortgage.!! Even if this is an excessively gloomy prediction, the result will 
be that people will be even more tied to their work by the need to ‘keep their contri- 
butions up’. The young generation starting employment will actually be paying 
their personal insurance plus the current National Insurance contributions to 
support today’s elderly. If they go to university they will leave with a ‘starter-debt’ 
of anything from £10,000 to £20,000, and then there is the house mortgage... 

The entirety of this nightmare of monetary confusion obscures the realities of 
the situation. It is sometimes claimed that the problem is that we have an ageing 
population; that there are just too many elderly people. But there are 1.5 million 
unemployed in this country of working age. If the ratio of working to non-working 
shifts over the future, the worst that can happen is that the current unemployed will 
be absorbed and the elderly will take their place of dependency. But even this is 
beside the point. The main point is that we obviously can afford to feed, clothe, 
house and keep warm our elderly, just as we can provide for our unemployed and 
support our students — the goods and services they are increasingly buying on debt 
are currently available; and if they are currently available, why should people have 
to go into debt to obtain them? Moreover, these goods and services are the prod- 
ucts of a wealthy era, and one which could be even more so were not the effects 
of finance not constantly deflecting our genuinely productive efforts into dissipa- 
tion and waste. As for the pension debt projections which have so frightened 
governments, these are nothing but the absurd mathematics of debt money. 

How dare the government claim it cannot afford to look after the elderly when 
it refuses to create any money. How dare it either force them to sell off their 
houses or connive to make them pay insurance they cannot afford. It is quite 
unjustified to seek to impose any charge for care on today’s elderly, when they 
have been paying National Insurance all their lives on the understanding that, 
should they need care in their old age, it would be available. The only reason we 
cannot fund this care is because this is a debt economy run on scarcity money and 
our financial statements do not reflect what we can really achieve. We can look 
after the elderly, and to a standard of living which they fully deserve. But not only 
do they refuse to create money, the government is continuing with a viciously 
restrictive deficit policy by comparison with other governments, and a deficit is 
the only device capable of compensating in some small way for their failure to 
supply the economy with money in line with their true responsibility. 
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The whole reason that pension funds are currently so low, and the government 
has to pay state pensions from a position of debt, is that people have so little 
disposable income that they cannot save adequately, nor can they pay sufficient 
taxes. Shifting the burden of future care onto ordinary people via individualised 
pension funds would be quite legitimate in an economy that was not dominated 
by debt and lack of purchasing power, and where people were able to build up 
healthy savings. But in an economy where mortgages supply 60% of the money 
stock, where repayments mean that incomes are crippled and the majority of 
people quite unable to save, to propose insurance protection for housing and indi- 
vidual pension schemes is in economic terms ridiculous and in political terms 
disgustingly conniving. 

The only reason that the government can get away with these outrageous poli- 
cies is that the public assumes that money is fair; money is trusted. It seems ‘only 
fair’ that people should pay for care, pensions and support themselves during 
unemployment. But when money is created as a debt registered against property 
and industry, when disposable incomes are critically low, to expect people to 
create their own personal savings funds is monstrous. The payment of welfare and 
old age pensions as part of the government deficit has only been necessary 
because of the debt finance system, and to try to personalise welfare, cashing in 
on people’s acceptance that they should ‘pay their way’, but do so without 
reforming the financial system, is the politics of cynical manipulation. 

What we are witnessing is an attempt by governments, quite consciously, to so 
organise financial affairs and institutions, that they do not have to run a national 
debt in a debt-based economy. Therefore, ever larger debts will be assumed by 
individuals, on their houses, through their obligations to their pension funds and 
their efforts to protect their assets and employment. However, there is another 
very subtle trend in progress. Such pensions, housing insurance schemes and 
equity release schemes are in effect an ‘item for sale’, just like any other 
consumer service product. But they are a product that has absolutely no 
substance; they are based on number-money, and words. They involve the compu- 
tations of number-money and the verbal delineation of laws and the terms of 
agreement. Such financial products are the ultimate employment opportunity, 
since the supply and organisation of money in a debt economy is limitless and 
insatiable. The numbers employed in the provision of an ever more complicated 
range of financial services and administration has risen from less than 800,000 in 
1960 to 1,423,000 in 1973 and 2,612,000 in 1993. This is the great growth area 
of the future, by which people will become increasingly employed in schemes that 
make a mockery of our true state of wealth. To what extent this is already true 
can be seen from recent economic and financial trends. 

The extended British and American stock market boom of the 1990s is what 
is known as a ‘Narrow Bull Market’; which is to say, some stocks and shares are 
rising rapidly, whilst others are stagnant, and some falling. An analysis of the 


History (PART İİ): THE EXTENSION oF DEBT FINANCE 255 


stock market growth of the first half of 1997 showed that the overall 16% rise in 
the stock market was due almost entirely to the success of banking and financial 
services. Apart from pharmaceutical companies, virtually every other sector of 
the stock market showed a decline in share value. The Daily Telegraph commented; 


On the face of it, it looks as if the market has given its judgement on the 
prospects for British industry. Those capable of growth will be the big 
service companies (life assurers also rank amongst this year’s stars). The 
losers will be companies which actually make things and are exposed to 
competition from low-cost countries. When the Halifax and Leicester join 
the FTSE 100 this month, financial stocks will account for 20% of the 
index... The market is now willing to rate some banks’ shares as if they 
were businesses producing sophisticated products and selling into long term growth 
markets.!? [Author’s italics] 


There is further evidence of the growth of money-marketing products and 
financial services. If the debt ‘breakdowns’ on page 22 are studied, they show the 
phenomenal increase in borrowing by what are called ‘other financial institutions’ 
(OFIs). This is borrowing by pension funds, insurance companies, investment 
funds, leasing companies, stock market brokers and securities dealers. In 1963, 
borrowing by OFIs stood at £393 million, just 4% of total borrowing. By 1996, 
OFI borrowing had risen to £144 billion, or 18% of total borrowing, and virtu- 
ally the same amount of investment as the total for all productive industrial and 
commercial developments (£160 billion, or 20%). The growth of OFI borrowing 
from 4% to 18%, paralleling a decrease in industrial and commercial borrowing 
from 40% to 20% of total debt, is a confirmation of the trend summarised by the 
Daily Telegraph, away from ‘companies which actually make things’ towards 
companies which offer and deal in products of no substance. 

It is sometimes argued that the gain in share values forms the prosperity of the 
future — that everyone gains from the constant worldwide stock market growth, 
through the wealth it generates as well as through any holdings of shares and 
pension funds. The wealth generated by asset growth is held to deliver to everyone 
eventual returns on global economic activity. But it does not, and it cannot. Stocks 
and shares, just like money, are only paper and numbers. Any future wealth, or 
poverty, is dependent upon real things like food, furniture and factories that 
produce goods of the description desired. In the long term, the value of paper 
assets cannot be greater than what exists, and cannot relate to what does not exist. 
Stocks and shares can only really increase in value, or ‘buying power’, if there is 
something of value and substance for them to relate to and buy. They may appear 
to outpace inflation and so gain relative to money; but if there is a deterioration 
of the real value of the goods and services people actually want, as there certainly 
is, these assets cannot but decrease in worth. 

The numbers and words are nothing but hot air; what gives substance or 
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validity to both shares and money, whether associated with incomes or pensions, 
is the productive economy upon which such financial arrangements are raised. Such finan- 
cial complexities as we now have are already a massive drain on the economy, 
constantly promising massive future financial returns for apparently nothing 
through a complex scam of debt-money, insurance, pensions, mortgages and 
industrial debt/assets. Meanwhile our true wealth is swallowed up and consumed 
by inefficiency, the pursuit of cheapness, global transport and the wastage of 
resources which is the direct result of this growing financial trafficking in debt. 
The source of real wealth, and the genuine work which makes it available and 
which can easily produce sufficient for all, is being increasingly destroyed. 


Summary 


All that the past 300 years have achieved is to institutionalise and slightly 
stabilise the debt creation of money, introducing practices and institutions which 
iron out the worst fluctuations in the inevitable cycles resulting from debt. But 
despite numerous such changes, the principle of the system is unaltered, and the 
power, which has always rested with bankers and government, has not been 
reduced but considerably increased, whilst the independence of people has 
declined. 

The fact is, our current civilisation has grown out of virtual slavery and mass 
exploitation, and has not changed a bit, except some of its slaves are better cared 
for. And if our modern age shows signs of decadence, cruelty and ignorance, we 
need only remember the victimisation and neglect of the past when, abiding by 
the rule of money, men were thrown into the debtor’s gaol because of an unstable 
financial system, families were left to starve whilst food rotted, children were 
locked in workhouses or taken for slaves and men were hanged for poaching a 
rabbit. And if anyone believes that modern times do not deserve such a parallel, 
the conduct of financial and commercial interests in the Third World should serve 
to correct any such illusion. Meanwhile, the pressure to force single mothers back 
to work under threat of losing benefits and housing them in hostel conditions 
whilst there are millions unemployed who want to work, should prove that even 
in the wealthy countries, we still know how to pick on and blame the most vulner- 
able in society. Those who have lost their homes to mortgage repossession and 
often lost their families as a result, will testify that the ruthlessness of finance is 
quite unchanged. 

The final comment in this brief historical survey should have regard for the 
Third World. As we have seen, monetary reform was last publicly and openly 
discussed during the political and economic turmoil of the interwar years, when 
the great depression highlighted the inadequacies of the financial system quite 
glaringly. At this time, the majority of what we now call ‘the developing nations’ 
were still dependent colonies. The age of imperialism was drawing to an end, but 
empires still dominated the world map. The failure by the Western world to grasp 
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the validity and importance of the criticisms put forward by Douglas and the 
other monetary reformers must rank as a terrible missed opportunity for us to 
steady our own social development. But history will surely one day draw atten- 
tion to the single greatest missed opportunity of all time: a missed opportunity 
which has had the most tragic consequences for generations in the Third World. 
There was the chance for the imperial powers to end their imperialism with a gift; 
a gift which is truly beyond measure, and which would have cost the Western 
powers absolutely nothing. The chance existed for the developing nations to learn 
from our history; to see us choose a different path to economic progress, and 
themselves take a less destructive and more peaceful path to development. 

Instead, the developing nations were encouraged to model themselves on our 
society as it stood. They took on our system of government, our institutions, our 
political and economic assumptions and modelled their aspirations on ours. They 
then embarked on a frantic rerun of our history, which has propelled their soci- 
eties at ferocious pace into the modern world, dragging them from their 
traditional ways so suddenly that they are in danger of losing contact with their 
past, and their whole sense of culture and identity. Instead of being given the 
opportunity to learn from our mistakes, and avoid the injustices of our history, 
the undeveloped nations were forced through a compressed version of that history 
— land enclosures, dispossession and wage dependency, drift to towns, desperate 
poverty, industrialisation, and the race into the technological era. 

There was no reason why they could not have developed differently. It may 
seem incredible to us today, confronted as we are by such wholesale deprivation, 
but a mere fifty years ago, many of the now impoverished nations were consid- 
ered prosperous, with a promising future. The process of forced economic growth, 
which was often cruel enough within our own extended history, has taken place 
at a phenomenal rate and with appalling effect. Their land has been laid barren; 
their resources wasted, and their natural advantages of climate and geography 
turned against them as unsuitable modes of agriculture have ruined their ecology. 
And they have little resistance to the mixture of temptation, covert force and 
poisoning of their institutions which drives their societies, through starvation, 
agony and death, ‘up’ to ours. At the centre of this is money. It is through money, 
and what it can buy, that they are confused and tempted; it is through the compul- 
sion of debt that they are forced to compete in the global economy game; and it 
is by the power of false money that their institutions are poisoned. We showed 
them political democracy, we shared with them our agriculture, our technology, 
our industry, and our health care, all of which could, and often has, improved 
their lives. But we took all this and more away with the final gift; for most of all, 
we have given them the white man’s economics. And white man’s economics is 
proving itself far more ruthless than white man’s colonial rule. They asked us for 
independence and we gave it to them — along with our banking system. And 
when this proved insufficient to ensnare them, we instituted global financial 
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institutions which have drawn them into the hideous conflict which today 
masquerades as progress, and to which the entire world is now subject. 
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3 per cent is not enough! 


Credit is the key. We can control the excesses of private credit. We can 
mobilise the power of public credit... This privatisation of credit can’t be 
right. Using public credit eases the debt burden. It is creating money, not 
borrowing it. 

Austin Mitchell MP, Borrowers can be Choosers, 1994. 


T: proposals that have been put forward for changing the financial system 
fall into two broad categories. The first consists of those schemes which 
advocate an entirely new mechanism, either replacing the present financial 
system, or additional to it. John Grey, Silvio Gessel, the technocrats and the many 
local currency or barter issues of the 1930s fall within this category. Today’s LETS 
schemes acknowledge their origins in these earlier efforts. The second category 
consists of those proposals based on the belief that reform of the existing mone- 
tary system is possible and preferable. It includes Lincoln, Charles Holt Carroll, 
Douglas, Fisher, Soddy, the ‘Creditists’ and ‘Distributists’. In recent years, in the 
UK, the Christian Council for Monetary Justice, Bryan Gould, James Gibb Stuart 
and Austin Mitchell MP have all advocated reform of the financial system. There 
are also notable monetary reform groups in the US, Canada, Australia and New 
Zealand. 

It is not my intention to consider the first category of reforms in any great 
depth, though not because their proposals lack validity. LETS schemes and their 
precursors have often functioned with great success and brought prosperity — or 
at least improved the economic and social welfare — of those involved, as 
Richard Douthwaite’s Short Circuit! shows. The first reason for not considering 
these schemes in detail is that there is a democratic issue at stake. We should not 
have to dodge and compensate for an inadequate financial system by devising 
LETS schemes or supplementary exchange mediums. We should not have to go 
scurrying around printing tokens, calculating and administering a secondary 
exchange network at considerable personal effort. The financial system is our 
financial system; the conventional economy is our economy; and both have a 
responsibility to serve us — and we have a right to seek their reform. The second 
and more important reason for concentrating on monetary reform is that only a 
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relatively small number of people have been able to escape the clutches of the 
financial system through local currency schemes. Such schemes take a consider- 
able amount of effort and commitment to organise, and many people in 
conventional employment are effectively bound to the dominant financial system 
by the nature of the work they do and the bills we must all pay in conventional 
money. These LETS schemes provide a valuable model of democratic economics 
built upon supportive currencies and they are in no way to be belittled. However, 
both their success and their limitations point the way to the need for broader 
reform. 


The principles of monetary reform 


There is an important distinction to be drawn between the economic and the 
political arguments in the case for monetary reform. The economic argument is 
that bank credit constitutes a dysfunctional form of money, since an economy is 
destabilised and distorted by the background of accompanying debt. The polit- 
ical argument revolves around deciding what institution has the right and 
responsibility to create and supply money to an economy. 

The economic and political arguments combine in the proposal that has always 
been at the heart of monetary reform — that government has a responsibility to 
create a supportive fiscal environment and that this involves the provision of 
adequate means of exchange to the economy, free from a background of debt. In 
other words, governments should undertake the creation of money and institute 
a true money supply. 

It is the lack of a true money supply that has lead increasingly to the bank loan 
mechanism acting as a money supply, almost by default. The perennial scarcity 
of money repeatedly obliges consumers and industry to borrow — which creates 
money — and this has become the modern money supply in absence of any other 
mechanism. The reforms proposed by Lincoln and Douglas were founded upon 
the supply of a medium of exchange created by government, circulating debt-free 
— a supportive financial system. 

Applying this principle to a modern economy, the responsibility on govern- 
ment to provide a nation’s money stock clearly should not be restricted to just its 
cash currency. It should be extended to cover the far more significant medium of 
exchange; number-money, or credit. It is ridiculous for modern governments to 
identify their money-supply duties with the issue of coins and notes when use of 
cash is steadily declining. A moment’s consideration of the change that has come 
about in the UK money stock since 1963 proves this point, cash currency having 
declined from 21% to 3%. Why should this mean that the difference should be 
made up by banking and debt? If the economy runs principally on numerical 
money — credit — then a government has a duty to introduce some of this into 
the economy without a background of debt, just as with coins and notes. It is as 
simple as that. 
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Certain critics have objected to the fact that increasingly, money has become 
numerically based — i.e. consists of credit. Others have claimed that if a govern- 
ment was to nationalise banking, then this would reform the financial system. But 
awareness of the economic effects of a debt-based money supply show that these 
are quite peripheral issues. 

There is nothing inherently wrong with number-money, just as there is 
nothing wrong with paper money. Both are perfectly functional and acceptable 
forms, and whether money takes the form of metal, paper or numbers transferred 
between accounts does not of itself matter, or render that money automatically 
ineffective. At one time, paper money was perceived to be unstable and inherently 
defective. Now, since it is created debt-free by the government, paper currency 
forms a valuable part of the tiny debt-free input into the economy. Just as paper 
money came eventually to be created and issued debt-free by the government, so 
too can credit. The requirement is that, to serve as an effective medium of 
exchange, such credit should indeed truly be credit, i.e. created free of debt and 
supplied to an economy — not bank credit that has to be borrowed into existence 
— credit accompanied by a parallel increase in debt. It was precisely this which 
rendered paper money unstable in previous centuries. Credit, or number-money, 
is just a convenient modern medium, but as it is now the dominant form of 
money, some credit must be created debt-free and introduced into the economy. 

Awareness that the problem is not with credit per se, but with bank credit also 
warns that the nationalisation of banking is no solution. For a government to take 
on the creation and supply of money as a debt would make no functional differ- 
ence to the conditions under which an economy operates, Money would still have 
to be borrowed into existence and the economy would still be without true finan- 
cial support. It is not government as banker, but government as the provider of a 
money stock free from debt that is required. 

Economists have generally rejected this entire argument, claiming that to 
undertake such debt-free money creation would be to support and encourage 
more lending by the banking system, and so fuel inflation. But this is a completely 
spurious argument for two reasons. First, the banking system can only lend 
money if people choose to borrow and with the provision of a more adequate 
stock of money circulating debt-free, the demand for borrowing would fall. 
Secondly, as is discussed later in the chapter, there is nothing to stop restrictions 
being placed on the power of banks to lend, such that the supply of debt-free 
money was not allowed to become the basis of unrestrained, inflationary lending. 
The policy combination of the government supply of money, debt-free, and 
sensible restraint of the banking mechanism, has the capacity to so change the 
structure of the money stock as to completely alter the financial environment 
within an economy. As Austin Mitchell states, ‘We can control the excesses of 
private credit. We can mobilise the power of public credit... Using public credit 
eases the debt burden.’ 
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The matter of restraining lending is discussed later. First, we must address the 
question that has most vexed those who have sought such a reform — how much 
debt-free money should be created? A valid principle upon which to base the 
supply of debt-free money has to be determined. 


How much debt-free money? 


The simplest approach to monetary reform and the government creation of 
debt-free money is to concentrate on the excessive debts within an economy and 
seek to reduce these. The national debt is the most patently meaningless and ille- 
gitimate debt, involving governments quite needlessly relinquishing to banks the 
power to create money for profit. This is clearly a supply of money upon which 
the economy is dependent, and which a government could easily undertake itself. 
As Thomas Edison once said, ‘If a government can create a dollar bond, it can 
create a dollar bill’. A number of economists have recently suggested funding the 
annual PSBR and tackling the backlog of national debt via the government 
creation of money. This was the platform upon which James Gibb Stuart stood 
in the 1997 General Election, and is the policy expounded in his book, The Money 
Bomb.” The argument behind this policy is perfectly rational and is worth consid- 
ering because it shows an attempt to approach the problem Presence by a 
build-up of debt in a constructive way. 

There are two ways to tackle any debt. One is to write it off, but this ignores 
the rights of those who hold the debt bonds. If the national debt were written off 
in a modern economy, insurance companies and pension funds would be crip- 
pled, since they hold vast quantities of government stocks and bonds issued in 
respect of money that the government has borrowed from them. To cancel these 
would be unforgivable, and also quite unnecessary. The other way to tackle such 
debt is by the creation of money, which the government then uses to settle the 
debt. This means creating sufficient money to pay back the insurance companies 
and pension funds who have bought bonds, replacing their holdings of govern- 
ment stock with true monetary deposits, which is what they were to start with. 

However, to pay off the total national debt all at once with government created 
money would be to completely destabilise the balance of the money markets, 
which involve a highly complex interplay of factors. The sensible way to settle a 
national debt is to pay it off gradually, buying back the stocks and bonds as they 
mature each year, by the creation of debt-free money. The money created would 
then form savings in financial institutions. In a sense, these savings are assumed 
to be there already, since the maturing stocks and bonds are relied on for future 
payments by the insurance companies and pension companies. As for the PSBR, 
this is the annual contribution to the national debt. In order to prevent that debt 
recurring, and in recognition of a modern economy’s dependence upon the PSBR 
as a source of funds, the PSBR would also have to be funded with debt-free money. 

This then is the first policy; to concentrate on the national debt and the annual 
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deficit which gives rise to it, and use this as the justification for debt-free money 
creation. But there is just one problem this approach it would make virtually no 
difference. Paying off the national debt and funding the PSBR by a supply of 
government-created money would not constitute any significant change to the 
monetary basis of the economy. All it would achieve would be to replace money 
the government had borrowed from pension funds etc., and create a supply which 
meant they did not have to borrow any more from that quarter. But gradually 
cancelling the national debt and reducing the government reliance upon banking 
would not affect the high levels of consumer and industrial debt. This is under- 
lined by the fact that, since the national debt is perpetually rescheduled and 
increased, although this supply of money is accounted as a debt, that debt is never 
called in. Therefore the money created via the national debt is in effect already a 
supply of debt-free money, so far as consumers, industry and the day-to-day functioning 
of the economy are concerned. This is why a large annual PSBR and rising national 
debt has such a dramatic economic effect — the economy is receiving money 
which industry and consumers have not had to borrow into existence and hence 
do not have to repay; demand soars and the economy leaps into action. 

The need for debt-free money is far greater than the need to settle the national 
debt and fund the PSBR. There is a far greater monetary inadequacy within the 
economy, as evinced by the £780 billion of debts carried by consumers and busi- 
nesses. It is the inadequacy of stable, debt-free money within the economy as a 
whole that actually gives rise to the need for a budget deficit and the national debt. 
To tackle the national debt and PSBR alone would simply treat a symptom 
without tackling the cause. The principal need for debt-free money is as a stable, 
permanent money stock, circulating broadly within the economy and supporting 
its functions. 

There are two options to consider in trying to advance beyond this point. The 
first is to deliberately enlarge the PSBR, either by reducing taxes or raising 
spending. If a government chose to fund public services more generously, and 
keep taxes unchanged or reduce them, the rate of debt-free money creation would 
have to increase to cover the gap we now call the PSBR. This policy could be used 
to inject a large flow of debt-free money into the economy. The obvious drawback 
is that this is a highly speculative approach. How large a gap between taxation and 
intended expenditure should be chosen? Might not too little or too much govern- 
ment money be produced? Also, the whole approach assumes that government 
should have the right to direct the structure and growth of the economy as a 
byproduct of distributing debt-free money through public services and works. 

To study an unintended defect which is a symptom of debt financing — the 
shortage of tax revenues — and then deliberately enlarge this as the basis for 
creating more debt-free money, is a dubious economic principle. It also begs all 
the central political questions involved in monetary reform. If the intention is to 
move to a more democratic economy involving a supportive financial system, the 


264 THE GRIP oF DEATH 


proper way to do this is to study the need for money within the economy as a whole, 
and try to discover a principle for calculating how much debt-free money is 
required. 


A financially balanced economy 


C. H. Douglas took a broad view of the need for debt-free money within the 
economy. He proposed that, since debt-financing generates a lack of purchasing 
power, this shortage of purchasing power should be calculated. Sufficient debt- 
free money should then be created so as to produce a ‘match’ between the total 
prices of goods and services, and the total money available for their purchase. 
This carefully measured amount of additional money would be distributed via the 
basic income or national dividend, and the goods and services available would 
then be able to be bought outright without people, overall, going into debt, and 
without a reliance upon unnecessary industrial expansion to distribute incomes. 
The economy would then be financially balanced at any one time. 

Although it provides a valuable image of a financially balanced economy, 
Douglas’s approach is highly problematical. His suggestion of calculating the 
deficiency of purchasing power is hard to do with any accuracy, so complex are 
the flows of money within the modern economy. Ultimately the problem is that 
the acute lack of purchasing power to which Douglas fixed his attention is yet 
another result, or symptom, of a debt-based monetary supply. This is not to say 
that his approach would not have worked; on the contrary, it almost certainly 
would have done, simply by virtue of the fact that it was moving in the nght direc- 
tion. The drawback was that Douglas offered a rather questionable basis for 
calculation, and this clearly weakened his case. 

This brings us back, once again, to the question of ‘How much?’ In the UK, 
we now have a 3% credit basis in the form of cash currency. However, since this 
forms part of a money stock of £680 billion against which total debts of £780 
billion are registered, we actually have a debt-free money stock of less than zero 
— in fact minus £100 billion! But what proportion of debt-free money should 
there be in the economy? A 21% debt-free base in 1960 very rapidly led on to the 
inflationary growth of the 1970s. The 30%-—40% base common in the eighteenth 
century, when the currency was founded on gold, also lead to disaster. Should it 
then be 100%? But the total absence of all debt would imply that there was no 
borrowing at all, and borrowing, even if it should not be the basis of the money 
supply, still has a function in any economy, especially an advanced one. The 
economy clearly needs a stock of money circulating free from a background of 
debt, but the question of how much, or what proportion, is not easy. 

However, a way does exist for assessing the need within the economy for debt- 
free money although it does not involve trying to assess in advance the eventual 
quantity or proportion required. Since the problem is an inadequate money 
supply mechanism, the more direct way to approach the problem is to consider 
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the matter from the angle of the money supply. What can be determined by such 
an approach is the rate at which debt-free money is needed by the economy at any 
one time, which is actually much more useful. This I have termed a ‘compensating 
money supply’ and it involves a controlled transition from a debt-based to what 
might be called a credit-based financial system. What this method proposes is that 
a carefully calculated supply of debt-free money be instituted, whilst the bank 
loan system continues to operate and its activity is used as a feedback mechanism 
for regulating the rate at which debt-free money is created. The purpose is to 
produce an effective balance between the amount of bank-credit and the amount 
of debt-free money, which together contribute to a stable system. 

There are two main reasons for such a proposal. First, there is nothing wrong 
with a nominal degree of lending. The problem we now suffer from has been 
caused by the practice of bank credit creation being abused by being over-used. 
The current system of bank credit creation, which results in temporary deposits 
of bank credit, is actually a very sophisticated and clever lending mechanism. 
However, it has been brought into disrepute and abused by being relied upon as 
the money supply to the entire economy. This is clearly not the proper purpose 
of a loan system. But that does not mean that there is no place for one. 

Controlling bank lending is actually the least of the problems; it has a natural 
controlling factor. In general, people go into debt because they do not have 
enough money. No one wants to be in the position where they have to borrow. 
People and businesses are individually responsible for repaying loans, plus 
interest, and as a rule use the loan system only if they have no other funds avail- 
able. A progressive increase in the availability of money and an easing of the cost 
of living would automatically reduce the need for bank lending. In other words, 
if we can get the supply of debt-free money right, the loan system will tend to fall 
into place. This is a vital and valuable point. 

The second reason for operating a debt-free money supply and the loan system 
in tandem builds on this simple principle; that a money stock circulating free from 
debt would reduce the need to borrow. It means that the level of borrowing is a 
clear indicator of the adequacy or inadequacy of debt-free money in circulation. 
Thus, the extent to which the loan system is used can be employed as a guide for 
managing the supply of debt-free money. Simplifying matters, the more 
borrowing that is undertaken in the economy as a whole, the greater is the clear 
need for debt-free money; the less borrowing is undertaken, the less is the need 
for debt-free money. This link, between borrowing and the adequacy of money 
within the economy, provides the basis for a balanced money supply mechanism 
in which the rate of borrowing can be used as a feedback of control for the rate 
of supply of debt-free money. If the correct assessments are made, any increase 
in debt is compensated for by an appropriate creation of debt-free money. 

One feature of this proposal is that borrowing, whilst it would continue, would 
decline to a stable level. Another is that it offers a controlled transition from a 
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debt-based to a credit-based financial system — a gradual process of reform. The 
goal is to produce a stable, but flexible, monetary dynamic — a constructive 
balance between an adequate debt-free money stock and a nominal amount of 
bank lending, the adequacy of the debt-free money stock being indicated by no 
net annual increase in bank lending. 


The pattern of demand 


To put the principle of a balanced or compensating money supply into prac- 
tice requires a closer analysis of the current money supply and the growth of debt. 
Once debt has set in and an economy has become reliant upon bank credit, there 
is an observable pattern of demand. This pattern of demand involves three impor- 
tant considerations. 

1 The situation does not remain static, with debt and the money stock remaining 
stable. The total of debt and the money stock both tend to escalate. This 
upward spiral of debt has been an increasingly pronounced feature of the 
money supply over the years as bank credit has formed more and more of the 
money stock. 

2 Throughout the economy, loans are not all taken out in a single batch, then all 
paid off at the same time, to be followed by another batch of loans. There is a 
constant uptake of loans by consumers and businesses, and a steady repayment 
to banks of past loans. Thus bank credit is both entering and leaving the 
economy at any one time, and debt is being both created and cancelled out. 

3 The final point embraces the first two considerations. Since loans are 
constantly being taken out and constantly being repaid, yet the overall total of 
debt is increasing, this must mean that the rate at which debt is being created 
exceeds the rate at which it is being cancelled. Also, the rate at which bank credit 
is brought into circulation exceeds the rate at which it is repaid. 

Three rates of monetary flow are involved here. The first is the gross rate of new 
loans — the demand for bank credit at any one time. The second is the rate at 
which past loans are being repaid to banks and building societies. The third is the 
difference between these two rates. This is the net increase in lending, and this is 
what is reflected in the rate of increase in debt and of the money stock. This is 
where to focus on the need for debt-free money: the escalation of debt and the 
perceived and measurable net demand for additional money at any one time. 

There is every justification for asserting that this constant net increase in 
demand for bank credit and escalation of debt have nothing whatsoever to do 
with lending as ‘deferred payment’, but reflect lending as the basis of the money 
supply. As such, this growth in debt should be matched by a supply of debt-free 
money, in acceptance of the fact that when an indebted economy needs more 
money, it needs more money but not more debt. 

The net growth in debt is represented perfectly conveniently by the monetary 
statistic referred to as the M4 lending counterpart. This is the most all-embracing 
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measure of the growing total of debt, assessing the level of all outstanding debts 
throughout the economy. The M4 lending counterpart is under constant review. 
By creating debt-free money at the rate at which the M4 lending counterpart is 
increasing and bank credit is being created, the growth in debt would be matched 
by an input of debt-free money. Thus, the increase in debt would be countered and 
future repayments of this borrowing supported. The initial aim is thus to compensate 
for any increase in the level of debt. However, as the following discussion shows, 
the mechanism also provides for an opportunity to clear the backlog of excessive 
debts. 

It should be remembered that this analysis of the need for debt-free money is 
based upon the money stock and the M4 lending counterpart, and is thus quite 
separate from, and additional to, any repayment of the national debt and funding 
the PSBR shortfall with debt-free money. In the following analysis, it is assumed 
that these measures will be in place, until such time as the national debt bonds 
have been settled and the taxation shortfall disappears, as is discussed later. 

Throughout the rest of this chapter, the term ‘stable credit’ is generally used in 
preference to ‘debt-free money’. This is to emphasise that the money supply being 
discussed consists of number-money, or credit. The term ‘stable’ denotes that such 
credit is intended to form a permanent debt-free money stock, in contrast to the 
inherently temporary deposits of bank-created credit. 


A compensating money supply 


The United Kingdom M4 lending counterpart is currently increasing by 
approximately 10% annually due to the growth in bank and building society 
lending, and rose by some £60 billion over the year from February 1996 to 
February 1997. If it followed the compensating process outlined above, the UK 
government would accordingly create a fund of £60 billion of stable credit, either 
in the government’s account at the Bank of England or at the Treasury. It takes 
no more to do this than to create the money-figures by typing them into the 
chosen government account. Just as £650 billion of bank credit has been created 
over thirty years by the banking system with no more effort than typing or writing 
in ledgers, so can the annual supply of government-created stable credit. The 
difference is that this money is created free of debt by a constitutionally autho- 
rised agency with the express purpose of supporting the economy. A fund of £60 
billion is clearly enough to fund major improvements in public services, as well 
as institute a modest basic income of about £1,500 per person above the age of 
18 in the UK. Before looking at some fiscal projections and how the mechanism 
functions over an extended period, various effects of such a policy and the finan- 
cial trends they would give rise to have to be considered. 

The greater spending power of consumers, in receipt of a basic income addi- 
tional to their wages, would almost certainly lead to a marked upturn in 
consumer spending and demand. However, the one thing that this additional 
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supply of debt-free money will not do is cause inflation. Inflation is a product of 
a debt-based financial system, and Chapter 16 offers abundant evidence for this. 

At the same time as this supply of debt-free money based on the M4 lending 
counterpart, the national debt would also be undergoing repayment. The money 
markets would therefore be boosted by an influx of money, as government stocks 
in savings institutions were steadily replaced, on maturity, by monetary deposits. 
As a result, pension funds and insurance companies would be looking for alter- 
Native investments to government stock and there would therefore be increased 
capital available for industry. 

In some ways, borrowing would be stimulated by this initial creation of stable 
credit. In other ways, the demand for borrowing would be lowered. The reason 
borrowing might increase, fundamentally, is that the initial creation of govern- 
ment credit would stimulate the economy, but make little impression on the total 
of debt nor create ‘enough’ debt-free money. Therefore, the only way for the 
economy to react to the upturn would be by using the ‘old’ system — i.e. bank 
credit. The economy would be boosted, but in most cases this can only throw 
industry and consumers back on the need to borrow. Borrowing might be 
increased by such factors as the economic upturn contributing to an improvement 
in the housing market, leading to more borrowing on mortgages. There might also 
be an increase in borrowing by businesses for investment, on account of the 
improvement in consumer demand. 

But borrowing would also decrease because of the creation of debt-free money, 
since there would literally be more money around. For example, the demand for 
personal loans from banks might fall, as consumers found themselves better off 
due to payments under the basic income. Borrowing might also decrease on 
account of the influx of money into financial institutions, through repayment of 
government national debt stock. Industry has always preferred share issues to 
bank loans, and the return of these savings would become ‘money looking for a 
place to be invested’, an offer which industry would certainly not ignore. 
Industrial borrowing might therefore drop, and share issues pick up. 
Summarising, whilst the input of debt-free credit might in some cases be the cause 
of an increase in borrowing, for other people and for other businesses, the need 
to borrow would decrease. 

This gives us an important perspective on how the process is intended and 
expected to proceed. As the economy began to thrive, the first issue of govern- 
ment-created credit would encourage conventional economic growth. Borrowing 
during the first few years would probably remain substantial and each year’s 
creation of stable credit would build on this. But the supportive effect of a debt- 
free money supply would become more and more apparent. Over subsequent 
years, as more stable credit was distributed, the need to borrow would decrease. 
A fall in borrowing would lead to a decrease in the M4 lending counterpart, 
leading in turn to a decrease in the input of stable credit. 
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After the first year, which in our example suggests that £60 billion of debt-free 
credit would be created and distributed, the government would again assess the 
change in the M4 lending counterpart. Over the year, the M4 lending counterpart 
might well increase by its normal 10%, despite the £60 billion created and distrib- 
uted over that year. It might be argued that the subsequent year’s stable credit 
input should again be £60 billion — a simple reflection of the increase in the M4 
lending counterpart. However, it would be more accurate to argue that the 
economy had demonstrated that it required the level of support provided by the 
initial £60 billion, and had expressed a clear demand for more support, by a further 
increase in total borrowing. Once the process is under way, it has to be accepted that 
any increase or change in the M4 lending counterpart builds on, or cuts back, the level 
of debt-free money creation of the previous year. 

To understand this approach to debt-free money creation fully, and perceive the 
way in which the transition to a credit based economy would take place, and how 
the process is intended to proceed, it is necessary to outline how events could be 
expected to develop in subsequent years. For the purposes of demonstration, some 
figures are useful and this inevitably involves a degree of ‘guestimation’. However, 
if allowance is made for this, a working model becomes apparent — a model 
which allows considerable latitude to compensate for events as they develop. 

The model is based upon a single principle and projection — that the rate of 
borrowing will remain high in the first years in response to the initial injection of 
stable credit, decline as the need to borrow falls, and then gradually level off. The 
table on the following page is based entirely upon a set of projected figures for 
borrowing. These determine all the other calculations, governing and controlling 
the entire process. It is the annual level of borrowing that leads to the creation of 
stable credit by the government. It is the decline in borrowing that cuts back the 
amount of credit creation. Eventually, there is a net repayment of outstanding 
debt that absorbs some of the government-created credit and leads to a fall in the 
money stock. 

The graph shows that the process falls into four distinct phases. First, there is 
continued heavy borrowing, which leads to a substantial annual injection of 
government-created credit. Second, as the rate of borrowing becomes negative, 
due to net repayment of debt, the annual creation of stable credit starts to fall. 
During this phase, there is substantial repayment of past debts. The third phase 
is when there is no annual creation of credit, and at this point the net repayment 
of debt starts to absorb some of the money stock. During the fourth phase, the 
money stock and the level of debt both level out and modest borrowing resumes, 
matched by a pro-rata injection of stable credit and slow increase in the money 
stock. 

This money supply principle gives the money stock flexibility and elasticity. 
The presence of debt means that some of the money stock can be absorbed and 
withdrawn from circulation if there is an excess or influx of money; also any 
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shortage or efflux that is sufficiently acute to cause a rise in borrowing will result 
in debt-free money creation to compensate; finally, if there is a steady increase 
in monetary demand, this will be of bank credit and debt-free money in due 
proportion. 

The entire model is based upon projected borrowing figures, but it is not these 
figures that are being tested. It is the model, and the principle it adopts, that are 
important. Also, the matter of controlling bank lending, which is central to this 
approach, has not yet been addressed. What the model attempts to establish is 
that it is possible to devise a conversion process, whereby a chronically indebted 
economy can institute a stable and supportive financial system, with an oppor- 
tunity to settle the excessive debts from which it suffers and create a substantial 
debt-free money stock, while allowing bank credit and lending to serve as a rela- 
tively minor but useful aspect of economic life for deferred payment or 
investment. 

If the sums of money created by the government were distributed as a basic 
income, assuming an adult population of 40,000,000, the per capita basic 
income would be as follows; 


YEAR AMOUNT YEAR AMOUNT 
1 £1,500 7 £6,875 
2 £3,000 8 £5,750 
3 £5,000 9 £4,250 
4 £6,500 10 £2,500 
5 £7,375 11 £625 
6 £7,500 20 £125 


It may seem that these are astonishing sums of money to distribute to the entire 
adult population as a basic income. But it should be remembered that the current 
level of unemployment benefit, which is very difficult to survive on, is approxi- 
mately £5,000 per year. There are only 6 years in which the sums above exceed 
this figure, and then never by more than 50%. This is hardly enough to encourage 
a life of indolence, especially since it would be quite clear that such sums were 
part of the earliest phases of transition, and could not necessarily be relied upon 
in the future. It would also be possible to manage the level of basic income and 
even it out over a number of years, as is discussed later in the chapter. 

The total per person distributed over the twenty years amounts to approxi- 
mately £51,000. This too may seem like an extraordinary quantity of money, but 
it should be remembered that the average house mortgage is approximately 
£40,000, and as discussed in Chapter I, such a level of debt is utterly invalid and 
illegitimate. Any reform of the debt-based financial system must provide a mech- 
anism whereby people can pay off, or at least reduce these massive debts. It should 
also be pointed out that the current generation is being expected to find savings 
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to fund their own pensions. In the context of reducing mortgages and funding 
personal pensions, such sums are actually quite modest. However, taken along 
with a decrease in industrial debt — and hence lower prices — and the chance to 
pay off mortgages and decrease out-goings, many people would have sufficient 
disposable income to make adequate personal pensions a reality. 


Comparison with conventional money supply 


It might be claimed that the figures, indeed the entire policy, is not just specu- 
lative, but economic pie in the sky. The production of such a quantity of money, 
and its direct supply, debt-free to people, is surely quite unjustified. But it is inter- 
esting to offer a comparison with the prospect if we do not adopt this policy, or 
one like it. The average annual increase in the money supply since 1990 has been 
approximately 8%. This has been a period including a severe recession, and the 
average increase over the past twenty years has been much higher. Nevertheless, 
taking a modest annual 8% increase in the money stock, over the twenty year 
period covered by the model above, the UK money stock will increase according 
to the following figures. 


Money Stock 


YEAR M4 (£ billion) YEAR M4 (£ billion) 
1998 £734 2008 £1577 
1999 £792 2009 £1703 
2000 £855 2010 £1839 
2001 £923 2011 £1986 
2002 £996 2012 £2145 
2003 £1075 2013 £2316 
2004 £1161 2014 £2501 
2005 £1253 2015 £2717 
2006 £1353 2016 £2934 
2007 £1461 2017 £3168 


In other words, the predicted increase in the money stock over the next twenty 
years under debt finance, based on the modest 8% rate of increase, would lead to 
a far greater amount of money being produced than the figures involved in the 
stable credit creation model. Moreover, this would be almost entirely bank credit 
— that is, money created as a debt against future incomes, and secured against 
the private and commercial assets of the nation. With this surge in debt, prices 
will rise and disposable incomes will fall as industry and housing is further mort- 
gaged. This escalation in debt and the money supply will continue indefinitely 
with no stability in prospect, unless and until debt free money is created in suffi- 
cient quantities for the economy to start settling its old debts and trading in a 
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stable medium of exchange. Again, it is worth examining a diagrammatic repre- 
sentation of this scenario for comparison with the suggested transition to a 
credit-based economy. The graph above shows the escalating pattern of the 
money supply over the same period covered by the proposed compensating 
money supply. 

Although, by comparison with the compensating money supply, less money is 
created in the early years, the ceaseless demand for money is such that, eventu- 
ally, far more is created. It is worth pointing out that this pattern assumes just an 
8% growth rate, whereas the current rate of growth of the money stock is nearer 
10%. Indeed, the last twenty years has seen the money stock rise by a factor of 
more than 11. The latter rate of increase would lead to a debt-based money stock 
approaching £7,000 billion by the year 2017. 

The question is not whether or not money is to be created, Once an economy 
is suffering chronic debt, more money is constantly needed. The only point at 
issue is whether that money is to be created by banks as a debt, or by the govern- 
ment free of debt. The first option guarantees that monetary shortage remains 
endemic and that the supply must forever escalate. The second option — debt-free 
money — promises an end, eventually, to monetary escalation as well as an end 
to excessive debt. 

The apparently large amounts of stable credit created by the compensating 
money supply have to be seen within the overall context of an acute lack of 
purchasing power and immense personal and business indebtedness. The level of 
commercial debt is deepened by the vast issue of outstanding shares which repre- 
sent a debt to industry, registering in the prices consumers have to pay, since 
dividends are expected on those shares. In terms of current debt, current lack of 
purchasing power and the current backlog of investment that industry wants to 
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recoup, the method suggested, being governed and controlled by the rate of 
borrowing, is actually a very conservative approach to tackling debt by gradually 
instituting a credit based financial system. 


Reducing debt and boosting savings 


With the general improvement in disposable incomes, some people would pay 
off their mortgages, and be debt-free. Others would allow their mortgages to run 
and accept the basic income as support for repayments, spending or saving the 
remainder. Either way, the creation of stable credit would be involved in the slow 
process of restoring the equity of people and the economy in general. 

It might appear that further borrowing would be supported by and ‘paid off’ 
by the creation of debt-free money. But this is only partly true. It is true that the 
level of borrowing en masse by the population would stimulate the creation of 
stable credit, and so it should, for borrowing en masse is as sure a sign as one can 
get that the amount of money is inadequate or the total of debt excessive. But for 
any one person who is borrowing money to buy a house, although they may be 
aware that their mortgage would help sustain the level of next year’s basic income, 
that person will also know that he or she is entirely responsible for the repay- 
ments. That person gets only a fraction of support through their basic income for 
the actual mortgage they have themselves taken out. The elevating effect of their 
mortgage on the basic income is divided by the entire adult population of the 
country, and that is sufficient disincentive to take out any loan, if possible! This 
is part of the element of control built into the process; the main burden of a loan 
is always, and will always be, shouldered by one person... the person who takes 
it out. The support for debt is therefore spread throughout the economy as a 
whole. 

One of the intentions of monetary reform is that the loan system should fulfil 
its legitimate function as a system of deferred payment — a system used for the 
convenience of people. Just as the hallmark of the unwarranted use of the loan 
system is an escalating level of debt, the hallmark of a useful system of deferred 
payment is that the debt is broadly stable; i.e. the rate at which new loans are 
undertaken matches the rate at which old loans are being repaid. When such a 
balance prevails, there is no annual addition to the amount of bank credit, but a 
steady recycling of a reasonably fixed quantity of credit. This describes a situa- 
tion that accords with the traditional economic theory on borrowing as a matter 
of choice and rotation. 

For many people, the increase in disposable income would offer the chance to 
build up their level of savings. But there is nothing wrong or economically disrup- 
tive in this, quite the reverse. The demand for savings is not only a legitimate 
function of money and a fact of economic life, it is a thoroughly justified and 
necessary process, as the current concern over pensions shows. 

There is a natural dynamic in savings, since everyone likes to have some 
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savings, but there is no point in having too many. Getting savings involves hard 
work, and all savings consist of is numbers, or coins or pieces of paper. The only 
possible adverse impact would be if everyone had so much saved that they could 
all decide simultaneously to live off their savings, and not work. That this would 
never happen seems obvious because, although any one individual may go 
through a phase of earning and saving and a later phase of living off their savings, 
there are so many people of different ages and desires that these phases cancel 
each other out to produce a balance within the economy. This is the natural 
dynamic in savings. In addition, a threatening surplus of savings amongst the 
entire population could never happen by the process outlined because, before 
savings represented a potential threat by reaching the level where everybody was 
tempted to live off them, the rate of borrowing would have long since dropped 
right down, and therefore stable credit money would not have been created in 
quantities that allowed this situation to develop. Therefore, in addition to the 
natural dynamic of saving, the suggested approach to stable credit creation also 
has an inbuilt dynamic and control, tending towards stability. 


The opportunity for industrial reorganisation 


These reforms clearly have implications for industry, many of which involve 
removing the distorting effects of a lack of purchasing power referred to in 
Chapters 3, 4 and 8. The undue advantage of mass production would be 
cancelled allowing a constructive balance between labour and mechanisation to 
emerge. This holds massive potential gains not only for the quality and durability 
of industrial output, but for the future distribution of commerce, since the current 
advantage of mass production also tends towards the over-centralisation of 
industry and agriculture, extensive marketing networks and bulk transport. In this 
context, monetary reform involves ensuring the liquidity of the economy as a 
whole, and thereby restoring the viability of decentralised, efficient industry and 
agriculture. 

Throughout the process of debt clearance and creation of a debt-free money 
stock, people would of course be aware of the nature of the process, and industry 
would perceive the direction in which development lay. As consumers, people 
would have far greater purchasing power, and as workers they would be able to 
take this into account — indeed they would have to. Any industry that produced 
rubbish when people wanted quality would not be round for long. Again, the busi- 
nessman would know that if he was not part of the process of change, he would 
not be part of the economy for long. 

However, the process of change would be different; it would be in response to 
what people really wanted. If people really wanted a world of constant work, junk 
food and poor quality industrial products, both as workers and consumers, then 
this is what the economy would still be concerned with. But if people want to buy, 
and to work in, good quality industry providing goods and services that are a 


276 THE GRIP oF DEATH 


pleasure to produce as well as to use and own, then the economy will change, 
because people as consumers and workers will want it to. 

Through their increased purchasing power, people would be able to buy the 
goods that they really wanted, and direct the economic process accordingly. This 
could be a period of great change and industrial growth, but this need not be inter- 
preted as a threat to the environment. Change that results in decentralisation and 
a better quality of product has the potential to reduce markedly the adverse 
impact of industry and over-mechanised agriculture on the environment. In addi- 
tion, an employment structure in which people know that a degree of freedom 
from work and greater choice of work are real options has many controlling 
factors that hold the prospect of environmental improvement. The desire for true 
value for money in goods of quality and durability, the desire for satisfying work 
and the desire for a satisfying life beyond work all combine in the concept of job 
sharing — an approach to employment that is long overdue. 


Job sharing 


Job sharing clearly holds potential gains for everyone, but it requires the right 
economic conditions to promote it. The sums of money that might be distributed 
as a basic income under the projected compensating money supply have already 
been given. The point was also made that, whilst appreciable, these amounts are 
hardly sufficient to cause mass resignation amongst the workforce. However, since 
there would in many cases be two basic incomes per household, such sums would 
constitute a highly significant boost in income for the majority of families. 

It is important to realise that, since modern debt lacks legitimacy, these 
payments, and the improved economic conditions they would bring, constitute a 
Jair and justified income; justified by the right to clear past debts, the right to buy the 
products of the economy without undertaking further debts and the right to work 
in the way that our modern prosperity allows. A basic income would allow people 
to exercise more choice over the amount and the nature of the work they under- 
take and these are clearly choices that our state of economic advance offer. Some 
people might choose to work in a different way, some might continue as they 
were, many might work part time. To the extent people as workers chose to work 
less in consideration of their increased income, this would neatly complement the 
production of better quality goods. The age of job sharing could begin. 

There is tremendous potential gain within the concept of job-sharing, and this 
gain is economic as well as social. Indeed the economic and the social combine in 
one of the most valuable and productive areas of the economy — the voluntary 
sector. Less pressure to work and earn means that those who want to help, whether 
it be in schools, hospices, youth clubs, environment projects etc. would have the 
time and the energy to experience the rewards and make the massive contribution 
that stem from work undertaken out of genuine interest, concern or compassion. 

The tie-in between voluntary work and genuine economic progress goes 
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further. Few people work voluntarily in a commercial sector dominated by today’s 
brutal culture and financial motives. However, many have worked in defiance of 
it through initiatives such as paper recycling schemes, cooperatives and charity 
shops. However as these have often become commercialised or ‘bolt-on’ indus- 
tries, many of the pioneers have dropped away. Today, the groundswell against 
globalisation is taking substance in LETS schemes and initiatives such as the 
movement to defend and improve people’s diet through local organic food 
networks. The point is that voluntary work, by its very nature, is highly percep- 
tive and seeks out just causes. 

It should be recognised that many small businesses are, in a very real sense, 
part of the voluntary sector. Voluntary work, whether undertaken for no finan- 
cial gain or in the shape of a small enterprise that sets out to supply the goods and 
services people want, is an immensely powerful regenerative factor. A basic 
income would release this to a massive degree, first by confirming the cost-effec- 
tiveness of such local initiatives and second by allowing such motives to spread 
to those currently dominated by the punishing demands of the conventional 
economy. These changes have the power gradually to alter every facet of our lives; 
where we live, where we work, what jobs we choose, what we buy, what services 
we want, what type of lives we want to lead. 

It is important to realise that this is not a flight of fantasy, but simply a matter 
of so arranging our financial affairs that the staggering waste, conflict and ineffi- 
ciency in the modern economy has a chance to ‘grow out’, whilst goals that are 
clearly physically viable — such as job-sharing and good quality food — become 
financially viable. Nor is it a vision of utopia, since there are plenty of problems 
that are not directly solved by monetary and economic reform — serious social 
problems that will require enormous cooperative effort. Monetary reform, and the 
prospect of a future economy of genuine productivity and opportunity, can only 
help, or at least stop making things worse. 


The basic income and the dole 


The basic income needs to be discussed in rather more detail than has been 
done so far. There are four major considerations to be borne in mind if a basic 
income is to prove an effective and beneficial reform. 

1 Unless the distribution of debt-free credit through the basic income provided 
the essentials of life, as unemployment benefits now do, there could of course 
be no question of cutting these benefits out; they would have to operate to 
‘make up’ the basic income to whatever level was agreed. But this would still 
be a constructive arrangement, since it would be only the additional welfare 
benefit required to make up the basic income that the unemployed would lose 
when they found waged work. 

2 Similarly, if the basic income proved at periods excessive, there could be a 
danger of an undue number of people being encouraged to live off their basic 
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income, leading to a damaging decline in economic activity. Therefore the 
basic income would have to be reduced, to a level that was still effective, but 
not economically destabilising. The balance of stable credit needed within the 
economy could then be spent into the economy via government public 
services. Actually, the notion of demand for stable credit leading to an 
economic decline is unlikely, and in a sense catered for, since the demand for 
stable credit only rises to the extent people borrow, and to the extent people 
borrow, they are committing themselves to future earnings. 

3 The likelihood exists that the need for stable credit would decline, and prob- 
ably be followed by a phase when little or none was created. During the first 
two phases suggested in the ‘compensated money supply’, the need for a basic 
income would have been met by the financia! need to create and distribute 
debt-free money. After such a period, and perhaps permanently thereafter, the 
basic income provided by stable credit creation might be functionally inade- 
quate as a real platform for the unemployed or a fallback income for those in 
work. But the justification for a basic income stands in its own right. It would 
therefore be necessary and justifiable to support the level of basic income via 
taxation — i.e. through redistribution of incomes. But by then this could be 
easily afforded in both financial terms and in real terms of productivity. 

4 It is important that the basic income should try to reflect the productivity of 
the economy. One of the worst features of forced economic growth under debt 
finance is that, no matter how much work is done, a wage-dependent popula- 
tion is obliged to seek work to avoid poverty. In other words, there is no 
feedback of progress. A basic income would obviously offer a feedback of 
progress, but could be far more sensitive than a flat rate set at roughly the 
amount of current unemployment benefit. It would be important for the basic 
income to reflect the progress and productivity of the economy. If economic 
output declined, the basic income would need to drop to reflect this, and 
provide an increased impetus to work. Similarly, if the productivity of the 
economy improved, the basic income would need to rise to reflect this 
decreased overall need to work. However, whilst it is important that the basic 
income reflects economic reality, it is also important that anyone unemployed 
has access to the necessities of life, even if the basic income proved inadequate. 


One way to achieve the correct balance of all these differing requirements and 
considerations would be for the basic income eventually, or even initially if it 
threatened to be excessive, to operate as a function of GDP, with the back-up of 
a conventional dole system. Thus a mechanism would be in place which incor- 
porated a safety net for the unemployed and accepted the need for a basic income 
as a constructive platform of income; meanwhile the tie-in with overall produc- 
tivity would provide a feedback mechanism for promoting economic activity 
when necessary, whilst at the same time offering greater freedom from work and 
choice as and when available. There is a host of policy options here, all of which 
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prove that monetary reform is not a single issue, or a single policy. Monetary 
reform actually presents a vast array of political and economic possibilities. 


House prices 


The next matter to be considered involves some of the additional regulations 
that would certainly be necessary to restrict money creation by the banking sector. 
As Austin Mitchell states, monetary reform is not just a matter of government 
credit creation, but also involves controlling ‘the excesses of private credit’. 

The compensated money supply is intended to be controlled by its own effects. 
It relies upon a feedback from the level of borrowing both to measure the amount 
of debt free money created, and ultimately to reduce it. However, there is one area 
in particular in which the supply of debt-free money could not be relied upon to 
feed back in a reduction in borrowing, and this is in house prices and mortgages. 

Since house mortgages currently support 60% of the money stock, it would be 
counterproductive to any attempt to supply debt-free money if this fuelled a house 
price spiral. The intention is that stable credit should take the place of bank credit 
in the money stock — not form the basis of an upsurge in bank credit creation 
building upon this supply of debt free money. At the very least, the process of 
stabilisation would take far longer, and at worst it could produce financial insta- 
bility. The most effective way to regulate the creation of money against housing 
and so avoid a spiral of rising house prices, would be to cap and gradually reduce 
the extent to which people are allowed to mortgage their future income. With 
constant reference to the house price index, this could be done either by instituting 
and slowly increasing a legal minimum deposit, or by steadily reducing the number 
of times a building society is allowed to multiply a person’s income as the basis of 
a mortgage. Thus the improvement in people’s financial circumstances would be 
countered by a reduction in their ability to mortgage their future income. This 
might seem a restriction on consumers and the house-buying public, but the right 
to mortgage three times one’s annual income for 25 years and take out a 100% 
mortgages is not a right worth defending. It is the economic equivalent of giving 
people enough rope to collectively hang themselves with. High mortgage multiples 
for long terms, at inviting rates, simply allows prices to be driven up and results in 
house-buying becoming a competition based upon money people haven't got, 
rather than money they have got. Everyone would benefit if the invitation to debt, 
which mortgage facilities represent, were progressively and markedly reduced as 
a counterbalance to the increasing monetary resources of individuals. Such revised 
mortgage regulations would clearly require gradual institution, and care would 
need to be taken to ensure a healthy market as well as steady house prices. The 
desired end result is stable house prices, low mortgages, and a high level of outright 
ownership and this is clearly not impossible to promote. 

Mortgages are an obvious area where new regulation would be highly benefi- 
cial. Commercial borrowing could also justifiably be regulated by disbarring firms 
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from using the banking mechanism to raise funds for unwarranted activities such 
as asset-stripping. Alternatively, this might best be achieved by heavily taxing all 
assets sold within a fixed period after a take-over, classing these as immediate 
capital gains. Such a policy would not only restrict bank credit creation, but help 
deter commercial mergers and take-overs not carried out for genuine reasons. 

There may well be other economic areas where supporting measures might be 
though wise, or found necessary. Such possibilities show that the table and the 
shape of the graph shown on page 270, and the whole principle involved in a 
compensating money supply, are not so much a projection as a policy. They are 
not just a matter of expectation, but a question of intention — planning to ensure 
that the stable credit created does indeed serve as a functional money stock, not 
the basis of further run-away bank credit creation. One specific legal restriction 
on banking would certainly be necessary, as is discussed later in this chapter. But 
in general, it is more equitable to assess sectors of the economy where lending is 
clearly excessive or unwarranted — such as mortgages and aggressive commer- 
cial borrowing — and phase in sensible limits and disincentives. This emphasises 
the fact that monetary reform is not a single policy, but offers a wide range of 
policy opportunities. 


Additional controlling measures 


In addition to curtailing bank credit creation where this was appropriate, there 
is considerable scope for additional controlling measures to regulate and manage 
any transition to a credit-based economy. A result of the creation and issue of 
debt-free credit is that the annual budget could soon be balanced, since the govern- 
ment would have additional resources at its disposal, whilst the ability of people 
and industry to pay taxes would have improved. However there would be little 
point, in the early stages, of using the stable credit created on the basis of a contin- 
uing high level of bank credit dependency to eliminate the PSBR, which has 
always been a government injection of money funded via the national debt. If 
stable credit calculated by the increase in the money stock was used to fund the 
PSBR, it would simply deny some of the demand for credit from the M4 lending 
counterpart, and lead to more borrowing the following year. To do this in the 
early stages, when stability is essential, would make little sense. But ultimately, 
after the process had been in operation for a few years, and disposable incomes 
showed a sufficient increase, the public deficit could gradually be covered by 
raising taxes. Of course, in the meantime, the basic income would have resulted 
in a decrease in the annual budget shortfall, since the government’s bill for welfare 
benefits would have fallen as the basic income took over some of the task of 
unemployment support. Therefore the PSBR, and the anomaly that it represents, 
might simply have eliminated itself. 

From a practical point of view, the arbitrary size of the public sector deficit is 
a potential regulatory and controlling device in the process of transition. The rate 
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at which the PSBR is reduced, and when it is eliminated, are decisions which can 
be used to advantage in ensuring a stable transition period. Such a policy recog- 
nises that we have engineered ourselves into a situation of massive indebtedness, 
with legal and contractual commitments attached to it. It also acknowledges that 
our industry and agriculture have increasingly developed around debt finance, 
and any alteration in the financial system has to be undertaken with great care. 
We cannot let the rate and amount at which past debts have been undertaken, and 
mistakes made, threaten the efforts to establish a more supportive and more stable 
financial system. We cannot let one mathematically driven process be replaced by 
another. Some intelligent economic and political judgement in the handling of 
taxation, expenditure and the level of basic income would be called for. This 
again emphasises that monetary reform is not a single policy, but offers a range 
of policy opportunities. 


Implications for banking 


The implications for banking are not nearly so drastic as might be imagined. 
Borrowing, repaying and the charging of interest would go on much as before, 
although this would be a less prominent feature of the economy. Since the level 
of borrowing would tend towards stability, banks would not be creating money 
on an annual basis, but simply maintaining a steady level of bank credit in circu- 
lation. This would indeed provide, as their defendants currently claim, a service 
to their customers at no undue cost to the community. As has just been discussed, 
this matter of bank-credit stability is a matter of policy, not simply expectation. 

There would be notable changes in the emphasis and structure of banking, 
which would serve to keep charges to a minimum. This is largely because there 
would eventually be far more monetary deposits held by banks than there would 
be outstanding loans. The market in banking would be dominated by a surplus 
of deposits and a small demand for borrowing. These are the conditions under 
which banking charges are minimal, as the historical records of banking confirm. 
Both charges to borrowers and interest to depositors would be low, and would 
cover little more than administration charges. However, as Chapter 16 discusses, 
inflation — in the sense of the declining purchasing power of money — would 
be absent. Money would thus hold its value. 

One aspect of banking would certainly need review. It used to be forbidden for 
banks to acquire assets at will — that is, to make purchases of property and 
industry for the purposes of a bank investment. Their business was legally 
confined to accepting monetary deposits and advancing loans to applicants. The 
net repayment of debt which would occur during transition to a credit-based 
financial system would result in banks receiving large quantities of surplus cash 
into their own accounts — money which they have created as a debt in the past, 
but which no-one would now want to borrow. There would be strong grounds for 
reviewing the restrictions placed upon banks’ purchasing activities. Certainly, 
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banks should obtain no power or property from these returning deposits. But it 
is not necessary to seek the cancellation of these monetary deposits — they can 
be turned to everyone’s advantage. It would make sense for banks to be legally 
obliged to transfer such cash surpluses to their company reserves, where they can 
act as a business balance for offsetting any future defaulting loans. If such money 
could not be spent, it would therefore be effectively redundant other than as a 
book-keeping reserve. This arrangement would protect public and private assets 
from purchase by banks, whilst affording banks some business protection, which 
will also benefit future depositors and borrowers. 

The surplus of deposits over loans and restriction on their own purchase/invest- 
ment activities might suggest that banks would become mere counting shops, 
holding and transferring deposits. But this does not need to be the case. John 
Tomlinson, a former merchant banker with practical as well as theoretical knowl- 
edge of national and international finance, has written extensively on monetary 
reform.’ As part of his proposals, he has outlined a new, constructive investment 
role for banks, which does not involve the multiplication of deposits. 

Tomlinson proposes that banks act as a link between depositors and commer- 
cial ventures requiring money for investment. If a depositor wished to invest 
money, this could be organised through the bank. But the terms and economic 
context of such investments would be completely different from the bulk of invest- 
ments today. Instead of the bank itself making a loan or an investment, banking 
against a deposit account — an arrangement whereby the depositor takes no risk 
and the bank creates money as a debt — this would be a direct investment. The 
investment would be in a venture examined and agreed by the depositor, who 
would then assent to transfer some of his/her own money to the business, in 
return for shares in that business. Thus there would be no money creation, and 
direct responsibility assumed by the investor, who stands to lose that money if the 
business fails. The potential failure of a business is therefore a risk assumed by the 
investor and owner of the business, not the community at large as is the case now, 
where defaulting loans are covered by a bank’s reserves, which accrue from their 
profits, which in turn derive from bank interest charges. 

This is a totally different framework for direct investment, outside the 
anonymity and irresponsibility of the stock market, and is an arrangement that 
would automatically favour decentralised industry and agriculture in a stable 
economic climate. In terms of the flow of money involved in an economy that 
had undertaken monetary reform, such ‘equity investment’ would provide a debt- 
free avenue for deposits of money to be recycled responsibly back into the 
economy. Money would be constantly recycled rather than constantly multiplied. 
Such equity ownership, if it proved popular, would contribute to a radically 
different economic structure involving widely distributed ownership of industry. 
John Tomlinson’s work is currently being incorporated as part of the Master’s 
degree in economics at Nova University in America. 
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International trade 


The international dimension is crucial to any proposed reform of the financial 
system. It has sometimes been suggested that for any one nation to undertake 
monetary reform would be impossible; such a reform, it is argued, could only be 
undertaken internationally. It has also been claimed that the type of reform under 
discussion would emphasise national economic and political priorities, ultimately 
leading to a more separatist world with potentially unstable international relations. 
Neither of these claims is valid, in fact they are quite the reverse of the truth. 

The more one studies modern finance, the clearer it becomes that some nations 
are already pursuing these monetary policies, under the guise of their deficit, and 
proving both the validity of monetary reform and the ease with which any or all 
nations could undertake such reform. It is easiest to appreciate this by working 
back from the advantages that would accrue to a nation that undertook monetary 
reform along the lines discussed in this chapter. 

Any nation which embarked on the transition to a credit-based economy 
would thrive, just as have those nations who have supported their economy via a 
generous deficit and those who have been ‘winners’ in the export battle. Since that 
country’s commerce would not be saddled with excessive debts, the prices of its 
goods and services would be highly competitive in the world market. This is 
precisely the competitive advantage that German and Japanese industry have 
enjoyed for the past few decades whilst their governments ran a large deficit, often 
blatantly subsidising their industries. 

Consideration of the monetary flows between nations also emphasises that 
some of the advantages of monetary reform are already being enjoyed by certain 
nations. For any nation that undertook monetary reform, the fight to obtain 
foreign revenues to boost the domestic economy would be a battle that was quite 
immaterial to it and to its citizens. Of course, the raw materials and products it 
required it would import, as before, and the country would expect to pay for these 
imports with revenues obtained by exporting goods, so achieving a true balance of 
trade. But if other countries carried on trying to resist exports, and refused to spend 
the revenues they had obtained from that nation back into its economy, the country 
with a supportive financial system could happily cope with the monetary loss. The 
permanent loss of revenue within that country would express itself in an increase 
in borrowing, and more debt-free money would be produced to compensate. Thus, 
its own economy would be unaffected by any net outflow of money, and its people 
could enjoy the influx of goods as well as their own production. 

If the other economies of the world wanted to support them in goods let them! 
If countries with the old financial system succeeded in penetrating their domestic 
markets and selling excessive quantities of goods, all those other countries would 
gain would be money — money which they could have created for themselves. 
The country with a balanced financial system would be the real winner enjoying 
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a net inflow of goods and services. In fact, the people of a country with a credit 
based financial system could, if they wanted, allow the other economies of the 
world to supply them with goods, and they could supply the other economies with 
money. That is the ridiculousness of the monetary situation we are in. 

This brings us back to the matter of deficits. If this be thought an exaggeration, 
this policy — money for goods — is essentially the policy that America has 
adopted for the past several decades during which the dollar has become the 
accepted international currency, whilst America has run a massive annual trade 
deficit and a rapidly mounting national debt. Had the American government not 
given this massive annual injection of money into the economy via its budget 
deficit, the American economy would have been crippled by a trade deficit that 
in 1996 totalled $187 billion, and which between 1983 and 1996 totalled £1.3 tril- 
lion. Thus, through its budget deficit, the Federal Reserve has given direct support 
to the American economy at the same time as allowing the country to run a 
continuous trade deficit for 13 years, its people enjoying a huge influx of goods 
which other nations have produced and which have been bought, ultimately, via 
the American government debt. 

It is worth observing that those countries which have supported their 
economies through generous deficits have sustained more consistent investment, 
have developed a more diverse economy and have suffered lower unemployment 
than countries with more restrictive fiscal policies. This compares closely with the 
decentralised investment and greater employment opportunities discussed under 
monetary reform. It is also noticeable that Germany, for example, has retained a 
more distributed, medium-scale agriculture as well as maintaining a high quality 
and durability in its goods. Again, these are all goals of monetary reform, indi- 
cating that some nations are already enjoying the benefits of a financial system 
that is to a degree supportive. 

The fact that some nations are already adopting a supportive financial regime 
strongly indicates that monetary reform poses no inherent conflict or clash with 
the conventional financial system. Indeed, the evidence is that a supportive finan- 
cial system fits in remarkably well alongside the debt-based system, and actually 
makes a contribution to prosperity in other nations. For example, America’s 
deficit, whilst it has benefited America hugely, has also served other nations by 
supplying an international currency, in the absence of which, greater demands 
upon other national currencies and higher levels of private and public debt in 
those countries would have been sustained. 

This is another important consideration. Whilst the deficit financing policies 
of America, Japan and Germany has given them a clear economic advantage and 
whilst this has impacted negatively on other nations through the import/export 
battle, it is important to appreciate that their advantage is also shared. We all 
benefit from the availability of good quality German cars and all European 
consumers would be in a poorer position if German industry had been as unsup- 
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ported as the UK industrial sector. The advances that have come from American 
technology are breathtaking and whilst in some ways this has impacted negatively, 
through competition and the often trivial application of technology, America has 
also clearly advanced humanity’s economic capability. 

This is the appropriate point to discuss the second objection; that monetary 
reform tends towards a more nationalist economics. The international role that 
has been adopted by America, and the standing of Germany in Europe and Japan 
in the Far East, all indicate that economic success is essentially outward-looking, 
not xenophobic. However, the potential contribution of monetary reform to 
promoting international economic relations is best appreciated by taking a closer 
look at the issue of trade. 

So far, the discussion of trade has concentrated on the balance of trade 
between nations. An overview of trade at the national level is revealing of the 
pressures and the tendency to imbalance created by our current financial system. 
It also demonstrates the capacity of a credit-based money supply to operate along- 
side nations with a debt-based financial system, by accommodating to aggressive 
exporting and resistance to imports. However, this is an essentially false, or at least 
a superficial standpoint from which to analyse trade. In reality, trade is not 
conducted between nations, it is carried out by and between people and busi- 
nesses. Neither the physical nor the monetary balance between imports and 
exports is under direct government control, which is partly why government offi- 
cials get so frustrated by a persistent trade deficit. They can do little about it. The 
balance of trade depends ultimately on a myriad decisions by consumers, both at 
home and abroad, and which goods they choose to buy. It also depends upon 
producers everywhere, the nature of the goods and services they offer, and where 
they choose to market them. These decisions are not centrally determined, 
although the net results may be centrally monitored. 

In general, producers are not particularly motivated to supply a home market; 
they are motivated to supply the market they can get, which may be either 
domestic or export-orientated. Consumers, whilst they may harbour a desire to 
support local or home-based companies, also base their decisions, sensibly, on 
quality, price and value for money. This is the reality of the economic process. Not 
only does this take the matter of the balance of trade out of the hands of politi- 
cians and economists, it also elevates it above national considerations. 

The international mechanism whose purpose it is to promote a balance of 
trade ties in with this decentralised decision-making by consumers and producers. 
The currency exchanges are specifically designed to register the aggregate buying 
patterns of consumers in different countries and promote a balance of trade. If, 
due to the aggregate purchases of domestic and foreign consumers, a nation runs 
a sustained trade deficit, the surplus of its currency on the foreign exchanges leads 
to a fall in the value of that currency, making domestic goods cheaper to other 
countries and foreign goods more expensive. This, if not distorted by a false drive 
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to export, is a feedback mechanism tending towards a balance of trade whilst 
allowing the aggregate decisions of consumers full play and also accommodating 
to price, quality and value. This is how the foreign exchanges are supposed to 
work — not fluctuating daily by amounts that allow speculators to amass 
fortunes, but moving gradually and over a period reflecting and compensating for 
disparities and changes in international economic affairs. 

Trade is, at least potentially, popular, democratic and inherently international. 
Not only would this remain the case if monetary reform was undertaken, but the 
essential openness of the economic process would be enhanced. Any nation that 
undertook monetary reform would not need to worry about trade embargoes, 
tariffs and other forms of protection. The export battle would be irrelevant. 
Meanwhile, its consumers would want to take full advantage of the world market 
— provided the goods were of sufficient quality — whilst its producers would 
want the world market to take full advantage of them. Thus, free trade would be 
a first priority, indeed it is the natural state for international commercial relations. 

But although the foreign exchanges are intended to operate to promote such a 
balance of free trade, if they did not, a nation with a compensating money supply 
could be a net exporter or a net importer, and the money supply would adjust to 
either situation. But which scenario proved to be the case would, just as now, 
depend upon the aggregate decisions of producers and consumers both at home 
and abroad. 

Whilst it might appear that a nation undertaking monetary reform would 
enjoy spectacular trading advantages, these advantages combine in a way that is 
inherently non-competitive. This is where there is a marked difference between a 
generous deficit and true monetary reform. Goods produced by that nation would 
be at a price advantage, but the export drive of that nation would be tempered by 
an adequacy of purchasing power and a basic income. If that country experienced 
a trade deficit in spite of the feedback from the currency markets, the nation as a 
whole could happily cope with the refusal of other nations to buy back in its 
economy. If that country experienced a trade surplus through a high level of 
exports, this would of course lead to a strengthening of the currency, promoting 
the purchase of imports, but would also be reflected in the basic income, feeding 
back as a decreased pressure to work and export in the future. 

All these considerations, plus the fact that some nations have already adopted 
supportive financial regimes, strongly argue that a nation that so chose could go 
it alone in monetary reform and also that such a policy would in no way conflict 
with the economic policies of other nations. The switch from relying upon banks 
to create money to the government issuance of money would have no adverse 
functional impact on trading relations. Indeed, other countries would not notice 
the difference, in fiscal terms, between trading with a nation with a credit-based 
money supply and a nation running a generous deficit. 

The more nations switched to funding their economies supportively, the greater 
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would be the total advantage to all nations. This is because the real gain accruing 
from financial reform is not competitive, but involves a genuinely efficient use of 
resources in a productive and responsive industry and agriculture. The total poten- 
tial returns for all countries are enormous and the benefits that are enjoyed by 
nations such as America and Germany through deficit financing, and which are 
partially shared with other nations, are a mere shadow by comparison with the 
potential benefits contained within an international economics in which cooper- 
ative principles are allowed to emerge. 


Third World debt 


It might appear that such monetary reform proposals have little relevance to 
the Third World. However, whilst the details of the scheme advanced so far might 
not be appropriate, the need for monetary reform in developing nations is just as 
acute and many of the same principles apply. 

First there is the matter of Third World debt which, as was discussed in 
Chapter 9, bears a close resemblance in its bond structure to a national debt. This 
is where there is the strongest case for simple cancellation of a blatantly illegiti- 
mate debt, and this may well be the best policy. Such cancellation would have 
absolutely no impact upon so-called ‘creditor nations’, since this description is 
purely nominal. The debts of the Third World are not owed to the wealthy nations 
— they are accounted in their currencies, but they are owed via the World Bank 
and IMF to commercial banks. However, if we expect banking to be conducted 
along constructive lines, it makes little sense to start off by throwing the world of 
commercial banking into a chaos of accountancy by massive debt cancellations. 

The alternative is to arrange the repayment of these debts. The difficulty with 
paying back Third World debt by money creation is that most of these debts are 
accounted in US dollars and other major currencies. It would therefore not be 
possible for an indebted nation itself to create money for repayment, without 
seeing its own currency crash on the international exchanges as it attempted to 
buy sufficient dollars or pounds. However, if the restriction on banks’ purchasing 
powers discussed above were in place, the wealthy nations could create money in 
sufficient quantity for these debts to be redeemed, and in the appropriate curren- 
cies, and literally give this to the debtor nations suffering debts. If such restrictions 
were in place, it would be perfectly simple for any nation to create money specif- 
ically for the purpose of releasing Third World nations from debts to commercial 
banks registered in its currency. The restrictions on banks would ensure that such 
monies would have no impact upon that nation’s own circulating money stock nor 
the exchange rate of its currency. 

Another option would be for the World Bank to be obliged to act in reverse, 
undertaking a phase of debt-free credit creation sufficient to buy back and cancel 
the debt-bonds they have sold to commercial banks. This money could be created 
in different currencies in the same proportion as the currency quotas of ‘creditor 
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nations’, thus ensuring that there was an even currency spread, but with a bias 
towards those currencies in which the debts are principally accounted. This would 
be equitable and reasonably simple to administer. It would also ensure that all 
parties fulfilled their contractual obligations, whilst the burden of debt would 
effectively be lifted completely just as if the debts had been cancelled. But again, 
money would return to commercial banks, who are the main purchasers and 
holders of these debt-bonds. This is money that they initially created and again, 
it would be necessary to place restrictions on the power of banks to invest this 
surplus money at will and ensure it was functionally redundant other than as a 
book-keeping reserve. 

Yet another option, which accepts that whilst it is clearly excessive, not a// inter- 
national debt is illegitimate, would be for the World Bank and the International 
Monetary Fund to act as two parts of a balanced international monetary system. 
The Bank would extend loans as at present, whilst the Fund would create money, 
distributing it to debtor countries, and controlling this process to ensure interna- 
tional debt was reduced and then stabilised, on the same principle as the 
compensating money supply suggested in this chapter. There are many other 
possibilities, such as the creation of a neutral international currency as suggested 
by Keynes, which might provide a more stable basis for promoting equitable inter- 
national trade than national currencies. Since such a neutral international 
currency would have to be created, and there would clearly be no rationale in 
creating it as a debt, some constructive and flexible money supply principle would 
have to be devised. 

Whatever principle is adopted, the cancellation, supported repayment or 
massive reduction in Third World debt is certainly the most pressing issue for 
monetary reform. Neither should this be allowed to become a matter of debt 
being ‘forgiven’. If there is any forgiving to be done, it is the wealthy nations and 
their political and financial élites in particular, who should be seeking forgiveness 
from debtor nations for allowing this situation of gross injustice to develop. The 
burden of guilt and the obligation to act swiftly lies with those who have brokered 
the poor into debt-slavery. 

Once Third World debt has been lifted, this would allow many deeply impov- 
erished nations to direct their economic energies to their own needs, improving 
their domestic industrial and agricultural infrastructure and attuning development 
to their own cultural priorities. This does not imply either isolation or slower 
development for these nations — quite the reverse. What it implies is a significant 
shift in the balance of economic power between the developed and underdevel- 
oped nations, allowing the latter to determine their own paths to development. 

Behind the financial façade of debt, the balance of power in the modern world 
is far more evenly distributed than is commonly imagined. The developing 
nations have raw materials and produce foodstuffs which the more wealthy 
nations are either reliant upon, or strongly desire. And whilst there are many poor 
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nations that are primary producers, this no more implies a weak marketing posi- 
tion than does the fact that there are now many wealthy nations, many competing 
corporations and some developing nations, who have the technological expertise 
needed by the poor nations. Developing nations free from debt would be able to 
require foreign investment to be carried out under terms that ensured there was 
a genuine gain for their people and their economy. Once the bias of debt is 
removed, there is no reason why a genuine mutuality should not develop 
between the developed and developing nations. 

Apart from the matter of the removal of their burden of debt, monetary 
reform has much to offer the Third World as has been shown by the success of 
micro-credit schemes. However, these schemes have often run into difficulties 
after a period of apparent success. This is hardly surprising since, whilst these 
schemes are decentralised, offer loans at low rates of interest and try to be sensi- 
tive to local needs, they are still debt-based. The schemes succeed whilst they are 
growing, but there comes a point at which the need to repay loans, or interest on 
the loans, is no longer compensated for by sufficient new borrowing. Selling then 
becomes difficult, those who have borrowed experience repayment problems, 
potential borrowers are deterred and the revival simply collapses. This has 
happened repeatedly to micro-credit schemes and the need for a supportive 
money supply, to compensate for the principal or interest payments that threaten 
these ventures with collapse, is clear, even though this would not be on the scale 
discussed earlier. 

It is not just as a compensatory role that debt-free money has a role. Money is 
a creative device and its use can stimulate economic activity. Without wishing to 
belittle the barter economy and the sustainable principles that tend to accompany 
it, there is a good reason why most traditional cultures have developed a medium 
of exchange. An accepted currency makes the exchange of goods so much easier. 
It also encourages people to move beyond subsistence lifestyles and produce more, 
since it facilitates the production and trade of surpluses and so promotes a more 
diverse economy. If this creative power is subject to democratic, decentralised and 
cultural principles, the potential for supportive financial systems in Third World 
countries, and the range of possible schemes is huge. For example, whatever debt- 
free money was created would not have to take the form of individualised 
payments, but could be distributed on a family basis, or a community basis, or to 
fund cooperative investments or public works schemes or as price subsidies. 


An approach to economics 


The discussion in this chapter has focused around the technical matter of 
calculating how much, or rather at what rate, to create debt-free credit. The tech- 
nique of a compensated money supply is not intended to be sufficient on its own 
and great stress has been laid on the need, and opportunity, for parallel supporting 
measures in both trade and financial regulations. Alternatively, an entirely 
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different principle for the creation and supply of money can be sought. If the tech- 
nique or rationale behind a compensating money supply is either faulty or 
inadequate, this does not invalidate the need for monetary reform. It simply 
means that another approach must be found. A credit-based system of finance is 
open to many forms of institution, and can take account of the need both to build 
in safety provisions and to accommodate other needs. The scope for monetary 
reform is demonstrated by the range of proposals that have been put forward over 
the years for attempting to rectify the clear imbalance generated by a financial 
system based on bank debt. 

For example, Irving Fisher argued that banking should be reformed by what he 
called his ‘100% Money’ scheme. This proposed that all bank deposits be matched 
by the government production of cash currency. Since the government would have 
the spending power of this currency, his principle is similar to that of the compen- 
sating money supply. But there is no need for money to take the form of physical 
cash, much of which would be physically redundant. A government can just as 
easily and effectively create credit. Also, Fisher advocated restricting bank lending 
to the amount of these cash deposits, which introduces an inflexibility and unnec- 
essary limitation into the money supply. However, these are details, and there is no 
doubt that Fisher’s proposals, just as Douglas’s, would have enormously improved 
the situation in the 1930s. Any technical defects could have been compensated for, 
and the process refined, if the political will had existed. 

John Tomlinson’s work, which was mentioned earlier, shows the scope for 
original ideas in monetary reform. Tomlinson strongly argues that all bank 
lending must be prohibited. Under his proposed reform, a country’s national debt 
would be converted into currency to provide an adequate and fixed money stock 
for the nation, with flexibility provided by ‘money substitutes’. In addition to the 
responsible investment role for banks described earlier, he outlines a wide range 
of measures to support ‘the conversion of debt into equity’. The scope of his 
proposals and also his warning of the capacity of banking to elude regulation 
deserve serious attention.? 

Amongst today’s monetary reformers, social creditors should not be forgotten. 
The Social Credit Secretariat continues to promote Douglas’s analysis and is 
constantly seeking to apply it to the contemporary situation. There are also many 
independent bodies, such as the Canadian-based Committee On Monetary and 
Economic Reform (COMER), the Australian Institute for Economic Democracy 
as well as magazines such as the Canadian Monetary Reform and in the UK, 
Sustainable Economics. Some of these are avowedly based on Douglas’s work; 
some have chosen to distance themselves somewhat from social credit because of 
Douglas’s anti-semitism. Others seek broader sources of inspiration. In recent 
years, both William Hixson of COMER and Theodore Thoren? have presented 
alternative money supply mechanisms, including flow charts, which attempt to 
define a supportive financial system. 
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These examples serve to underline three vital points. First, monetary reform 
is not a single issue, or a single solution to be examined, then either accepted or 
rejected. Monetary reform is an approach to economics — an approach to improving 
the foundation upon which economies are built. Those who have advocated it are 
part of a unique tradition of social and economic criticism. Monetary reform is 
therefore radical in the literal sense, in that it involves first identifying the root 
cause of related problems and second, searching for solutions that can make a 
constructive contribution to solving these problems. Not only are there a large 
number of possible systems of reform, but within each basic scheme or proposal 
there are a host of options — additional decisions, considerations and possibili- 
ties — which again underline the scope of monetary reform. Some of these 
options and their political implications are discussed in Chapter 17. 

The second point is that monetary reform, whilst it may have simple principles, 
is a complex issue, involving supportive measures to back up the new monetary 
flows involved. Any scheme is bound to be speculative and sketchy in the initial 
stages, and would have to compensate for events as they occur. But with a nega- 
tive £100 billion monetary base in the UK, there is an undeniable need for a 
healthy supply of debt-free money, and an awful long way to go before any ques- 
tion of excessive debt-free money creation arises, by which time the major trends 
would have become evident and any problems begun to be anticipated. 

The final point to be made is that not starting a programme of reform is as 
much an act of faith and a policy decision as deciding to embark on one. It is an 
act of faith that a financial system that has developed almost by default, based 
upon minimalist government support and maximum banking activity and dereg- 
ulation, will not go on to cause even greater damage and social misery. It is also 
the continuation of a policy of repression and covert rule by finance, and the 
exclusion of democratic principles from the economic domain. 


Why not challenge the virtual monopoly we have allowed the private sector 
banks to exercise over the creastion of credit? Why shouldn't a socially 
aware and economically responsible government create credit where it is 
appropriate in order to ensure ... investment is made and at the same time 
strike a great blow for the democratic control of the economy? é 
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17 


Inflation 


[i be the first to admit that the outline of a balanced financial system as 
presented in the previous chapter may be shown to be an over-simplified 
attempt to grapple with an immensely complex issue. There are many expert 
financial economists who could probably make a far better job of devising a 
process to convert our debt-based economy into a credit-based economy if they 
put their minds to it. But the trouble is, the professionals aren’t even trying. 

That said, anyone who tried to devise a better scheme would first have to relin- 
quish a pivotal belief of modern economic thought. They would have to accept 
that inflation has absolutely nothing in the world to do with ‘too much money 
chasing too few goods’. The whole principle of changing from a debt-based to a 
credit-based economy is that money needs to be created, both to provide a stable 
money stock and to allow repayment of excessive debts. As long as it is created free 
of debt, distributed in the right way, and with parallel supporting measures, such 
money can be created in complete safety. It will not cause inflation and will simply 
support the functioning of the economy. The debt-free money distributed as a basic 
income would not cause spiralling inflation, runaway inflation, soaring inflation, 
hyper or mega inflation, or supa-dupa-cosmic inflation with flashing lights and 
sirens. It will not cause any inflation because, in a modern economy, inflation is 
not caused by too much money; never has been, never will be. 

Inflation is not caused by too much money; it is caused by too much debt- 
money. Inflation is entirely due to the lack of a permanent stable money stock and 
our reliance upon bank credit to supply the majority of our money. The backlog 
of debt constantly feeds through into industrial costs, raising prices and 
depressing consumer spending power. It is this lack of purchasing power — the 
gap between prices and incomes — which is the driving force behind inflation. 
Inflation is nothing but the upwards drift of prices and wages in an economy 
where industry is desperately trying to recoup outlay and cover all the financial 
costs of production, whilst the consumer is desperately trying to bridge the gap 
between their income and the price of goods. Inflation is the result of the two 
sides of the economy — consumers and producers, wages and prices — being set 
at odds by the perpetual lack of purchasing power, and it is quite endemic under 
a debt system of finance. 
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But inflation is attributed to the very opposite! Inflation is declared by most 
economists to be ‘too much money chasing too few goods’. In an economy based 
97% upon money that has had to be borrowed into existence, when the total of 
debt is in excess of the entire money stock, when everyone is competing for what 
money exists to avoid further debt, when the money in circulation is required both 
as a medium of exchange and also required to repay the debt that created it, when 
a booming economy has been financed on the back of consumer borrowing and 
industrial borrowing for investment, when our everyday experience is that there 
is never enough money and when there is a superabundance of goods and 
services of all descriptions — quite honestly, does ‘too much money chasing too 
few goods’ sound realistic? Quite honestly, which is the more likely? That infla- 
tion is due to excess money or the backlog of debt? Turning their back on debt and 
completely ignoring one half of the spiralling money supply process, economists 
deem inflation to be caused by ‘too much money’. As if modern debt, the most 
blatant evidence of an unrealistic monetary system, were irrelevant to inflation, 
which is nonetheless an entirely monetary phenomenon. 

The idea that inflation is due to debt and excessive banking is not a novel 
suggestion, indeed it is contained in the very word ‘inflation’ which was originally 
applied to the expansion of money by banks beyond its true amount through the 
creation of additional credit. However, the suggestion that the action of banks in 
‘inflating’ the currency could lead to price-inflation has in recent years been 
completely swamped by a single theory on inflation — the Quantity Theory. This 
argues that if the quantity of money, or its speed of circulation, rises to the point 
where more money is available than is necessary for the purchase of goods 
currently available, then the prices of those goods will rise to absorb this ‘excess’. 
Inflation is thus seen as an automatic and inevitable result of any increase in the 
money supply above that needed for the purchase of goods. This quantity theory 
of inflation, which disregards completely the nature of money and the impact of 
debt on prices and incomes, is contradicted by almost every piece of evidence we 
have, whilst the role of debt in causing inflation is confirmed. 


Too much money or too much debt? 


Consider first the historical evidence. Price inflation was almost absent in the 
Middle Ages when there was a permanent stock of coinage circulating free of 
debt. Over the following centuries, the proportion of the money stock supplied by 
banks, and inflation as a recurrent phenomenon, have both steadily increased. In 
the twentieth century, as the level of debt grew, culminating in the period from 
1960, inflation became a permanent feature. When debt spiralled in the 1970s and 
began to exceed the money stock, inflation went through the roof. In recent years, 
the tendency towards inflation has been seen as such a threat that its control domi- 
nates government economic policy. Meanwhile, over the centuries, there has been 
a constant complaint by ordinary people of poverty amidst plenty — not ‘too few 
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goods’ but ‘not enough money’. There has also been a parallel complaint by 
industry of the difficulty of finding a market for their goods at prices that allowed 
them to stay in business. A difficulty in producing goods is never industry’s 
complaint. The difficulty is in selling goods, which strongly argues a lack of 
money, and in meeting costs, which strongly argues excessive debt. Inflation as 
‘too much money chasing too few goods’ is certainly a nonsense historically. But 
it shows a striking parallel with the increasing reliance upon bank debt-money. 

The theory of ‘too much money chasing too few goods’ is also contradicted by 
all our personal experience. Anyone who has walked down the average high 
street, looked in wonder in a department store, gazed at the choice available in a 
car saleroom, or has thought about our huge industrial capacity, must realise that 
the description ‘too few goods’ just does not apply in the modern economy. If 
inflation were anything to do with ‘too few goods’ it ought to have died out 
decades ago, not increased over the years. 

As for ‘too much money’, how can that be said to apply? As we have seen, the 
average family and the average business is up to its eyeballs in debt of one kind 
or another mortgage, overdraft, credit cards and hire purchase. What is more, the 
level of personal and business debt has increased over the last forty years, at 
precisely the same time as inflation has become an annual feature. How can this 
clear inadequacy of money — for that is what debt amounts to — be equated with 
a surplus of money causing inflation? If it be said that the rich have ‘too much 
money’, how can this cause inflation amongst the goods and services relied upon 
by the general population? How can the spending habits of the few so influence 
matters that they affect the prices charged by industry? 

The theory of ‘too much money chasing too few goods’ is based on a suppo- 
sition that industry is innately greedy, forever poised to soak up whatever money 
the consumer has. If money is abundant in the economy, prices will rise to absorb 
it. If money is scarce, prices will stabilise, but industry remains poised to absorb 
any surplus money that enters the economy. But if this were true, why haven’t the 
rich been drained of all their savings and assets? Why is industry supposed to raise 
prices to soak up whatever money there is amongst the poor, but leave the rich 
with some to spare? If there is any scarcity of goods, it is in the more expensive 
items bought by the rich; if there is a surplus of any money it is the rich who have 
it. Why then do the prices of Volvos and BMWs not rise until the rich have no 
surplus money? 

The economists’ explanation of inflation is riddled with such contradictions 
and inconsistencies. None of it makes sense, and none of it explains why infla- 
tion is so persistent, despite all efforts to control it. In particular, there is a 
complete failure to account for the fierce price inflation that occurs during a 
period of economic boom when there is no question of ‘too few goods’. Why do 
prices soar during a boom? Why is competition deemed suddenly inoperative as 
a factor holding down prices, just when competitive growth is at its most intense? 
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Why, if firms can survive a recession, do they not then rely upon an increased 
turnover to improve their profits during the period of activity that follows? Why 
do prices rise as well as turnover? 

Economists understand the profit motive, and attribute the soaring prices to 
general profiteering absorbing the supposedly excess money. But as anyone in 
industry will confirm, one of the most significant features of a boom and the 
reason firms put up prices is that, despite better sales, increased demand and 
higher turnover, industrial costs seem to escalate dramatically. Firms have to put 
up prices because the price of raw materials goes up, the price of machinery, parts, 
and all the products and services needed by their industry all seem to rise. 

If it is pointed out to the average economist that prices are rising, not because 
of profiteering, but because supply costs are rising, the economist’s reply is to 
evade the point altogether but repeat the pet ‘profit’ theory. So, if a firm finds that 
its supply costs rise in a boom, it must be because the other firms within the 
economy which are its suppliers have raised their profits! Economists hang on 
grimly to the profit motive as the only explanation. Firms must be raising prices 
because higher sales tell them they can charge more for their goods, and they all 
do it, by tacit agreement. The fact that this is in defiance of all laws of competi- 
tion, which is even more intense in times of rapid economic growth, is 
overlooked. And the fact that most firms certainly do not significantly raise profit 
margins during a boom, is a detail that seems to escape economists. 

An analysis of debt makes clear what is happening, and an examination of 
most company accounts will bear this out. The reason prices rise once recovery 
is under way is that firms have been investing, and must repay the costs associated 
with that investment. The debt may be in the form of a bank loan, or it may be 
in the form of an obligation to pay dividends on a new share issue, but either way, 
new overheads have been incurred and these must be reflected in prices. In addi- 
tion, many firms will have held down prices and held back costs during the 
previous recession. Once recovery is under way, they have to bring those costs 
forward. This amounts to a surge in costs throughout the economy as new 
investment and the deferred backlog of costs are brought forward and these all 
appear in prices. 

In the UK, during the prolonged recession of the early 1990s, there was 
frequent reference to ‘factory gate prices’ being held back, industrial costs being 
deferred and the over-exposure of industry to debt. It was widely acknowledged 
that inflation was being ‘stored up’. As recession gave way to recovery, the annual 
increase in commercial borrowing rose from virtually zero in 199] to £18 billion 
in 1995; an annual increase of 16% in the total debt outstanding against UK 
commerce.! But astonishingly, there has been no subsequent acknowledgement 
that the steady price inflation since 1995 has any connection whatsoever with 
either the deferred debt or this net increase in commercial debt. 

A firm’s own contribution to nsing prices — its own efforts to recover invest- 
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ments or clear deferred costs — may be quite nominal. But the general clearing 
of debts has a knock-on effect on throughout the economy. Many firms are 
seeking to repay recent investments and deferred costs. All of a sudden, a printing 
company will find that the cost of paper, inks, photographic equipment — all the 
raw materials for its own processes — are creeping up, as other firms adjust prices. 
So, although any one firm’s contribution to a price rise may be slight, it is 
suddenly faced with increasing supply costs from many other industries, and this 
means an even bigger price increase. As costs throughout the economy begin to 
filter through, the price of the end product rises significantly. In summary, the 
rapid price inflation during a boom is caused by firms charging the true financial 
cost of goods. Prices begin to reflect what firms actually have to charge in order to 
meet their costs. As prices rise, incomes get left behind and the lack of purchasing 
power in a debt economy starts to become apparent. 

Such an analysis also helps explain the behaviour of prices during a prolonged 
recession. During a recession, the gap between prices and incomes that would be 
evident if firms charged the full price of goods is masked, as firms try to hold back 
costs and so keep prices low. But they cannot do this indefinitely. If a recession 
continues for a number of years, more and more firms are unable to defer costs, 
and slowly, prices start to creep up. The fact that such price increases are due to 
past costs incurred, and not current wage rises, is glaringly obvious, yet econo- 
mists are totally stumped by the phenomenon of inflation during a prolonged 
recession, or ‘stagflation’ as it is termed. They are stumped because it does not fall 
into their mould of ‘too much money’, and the profit motive. Incomes and 
spending are both so depressed that there is clearly no question of money doing 
any sort of ‘chasing’ of goods and ‘pulling’ of prices. But still, prices creep up. 
From the analysis of debt, this is hardly surprising; there is simply a limit to how 
long firms can hold back the true costs of production. 


The deceptive average 


There is a huge misunderstanding over the position of the consumer in all this, 
It is assumed that consumers can afford the price increases as the economy begins 
to pick up and businesses start to bring costs forward. The upturn in sales shows 
there is ‘more money about’, and it is assumed that the consumer is better off. It 
is true that there is ‘more money’, but it is not the average consumer who has this 
‘more money’. A recession ends because investment — accompanied by a steady 
increase in industrial borrowing — has provided jobs, and increased the number 
of people earning a wage. The average income will not necessarily have risen; it 
is the number of people with an average income that will have risen. 

Because of the way that the averages are calculated, a fall in the numbers 
receiving unemployment benefit and an increase in the numbers receiving a wage 
or salary creates an increase in the average income. But this simply demonstrates 
the deceptive nature of statistics. People are not in any general and genuine sense 
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better off, and there is no way that individual consumers, either the original work- 
force or the new employees, can afford any price increases that result from firms 
adding on deferred costs. If the rise in sales during a period of expansion is inter- 
preted as ‘more money’, that is correct, but incomes have not increased relative 
to prices. It is the increase in the total number of effective consumers that boosts 
sales. 

In a situation where prices are rising relative to income, consumers have three 
options; either accept that their income buys less, or press for higher wages, or 
borrow to buy. Of these, seeking higher wages was once seen as the ‘least-worst 
option’, however this simply produced the spiral of wage/price inflation of the 
1970s. A rise in wages/salaries can never close the gap between prices and 
incomes, since that gap is not due to the level of wages/salaries, but the effect of 
debt. All that a rise in wages achieves is to push prices yet higher; the debt-compo- 
nent of prices and the erosion of incomes by mortgages both remain. 

Today, people tend to regard ‘borrowing-to-buy’ as the least-worst option, and 
the current economic upturn has seen consumer debt other than on mortgages — 
euphemistically termed consumer credit — increasing far faster than either 
incomes or inflation. Bank of England statistics! show the rapid rise in this 
consumer credit. In 1993, consumer credit was increasing by 2% per year; in 1994 
the rate of increase was 5%, in 1995 the increase was 12%, and in 1997 
consumer credit was increasing by an astonishing 17% per year. The gross 
turnover of consumer credit-purchases for 1997 was approximately £110 billion, 
whilst the 17% net increase over the previous year totalled £10.5 billion. This 
£10.5 billion increase constitutes additional ‘income’, obtained by going into debt, 
of approximately £500 per household in the UK — the same as would have been 
gained by a blanket increase of 2.5% on the average wage of £19,000. This 
constant growth in consumer credit underlines the extent to which borrowing-to- 
buy is effectively becoming a form of income, affecting an ever-wider range of 
goods, and committing incomes ever further into the future. 

Of course, all consumer borrowing today means lower disposable income 
tomorrow, whilst all industrial borrowing for investment will be represented in 
raised prices in the future. The mathematics of debt is uncompromising and the 
gap between prices and incomes in a debt economy cannot be concealed indefi- 
nitely by ever more debt-buying. A wage/price spiral, if one occurs, is no more 
than a natural reaction to a progressively impossible position in which both 
industry and consumers are caught up. As both wage and price inflation take 
hold, past debts diminish by comparison with current wages and business 
incomes, and so yet more borrowing is encouraged on the assumption that the 
value of this debt will also diminish with inflation. 

These are the observable facts and actual details of inflation, which is built into 
a debt-based economy by the very nature of its money supply, in which the 
creation of debt parallels the creation of money. The conventional Quantity 
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Theory of inflation observes the escalating money supply, but fixes its attention 
on one half of the process — the total of money — and completely ignores the 
parallel mounting debt. The Quantity Theory then makes a superficial connection 
between an increase in the money stock and a rise in prices, and assumes that 
prices are rising to absorb ‘excess’ money, in defiance of the abundant evidence 
that the endemic pattern of inflation in the modern economy suggests a far deeper 
cause. 

The mistake made by mainstream economics, and it is a massive mistake, is 
to assume that prices are infinitely flexible. Prices are supposed to reach an equi- 
librium determined by the supply and availability of money, and to rise or fall as 
a reflection of this. But this completely ignores the existence and effect of debt. 
If a business found its sales falling and sought to reduce the price of its goods, it 
could indeed cut both prices and wages almost infinitely, but there is a functional 
minimum it must charge, which is determined by any debts it carries. If the owner 
of the business went to their bank manager and enquired, ‘I am reducing the price 
of my goods and also the wages I pay, will you reduce my bank loan by the same 
degree?’ they would be given a brief lecture on borrowing. In other words, wages 
and the wage component of prices may be infinitely flexible, but debt is not flexible. 
When a true deflation, involving falling prices and wages, has occurred, the result 
has been massive bankruptcies across the economy. This is hardly surprising since, 
with a general fall in both prices and incomes, the debt component of the price 
of goods is increased. 

It is a relief that not all economists are completely persuaded of the Quantity 
Theory. George Horsman suggests that the growing volume of money in an 
economy may be the result of price inflation, not its cause. He comments; 


The full explanation of an inflation is often far more complex than can be 
explained by a simple relationship between money and output. The volume 
of money may grow as an effect rather than a cause, responding wholly or 
partly to the demand for it... monetary growth may, in fact, merely ratify 
an inflation which has other active causes.” 


Mention was made earlier of the historical association between inflation and 
the growth of bank credit. There is further historical evidence linking inflation 
with debt. Almost all the instances of hyper-inflation have taken place in 
economies crippled by their debts. The South American and African countries 
where inflation has at times ranged between 100% and 500% per year were all, 
without exception, suffering at the time from huge debts to the IMF and World 
Bank — debts upon which they had to make substantial annual repayments. The 
inflation in the Weimar Republic in Germany during the 1920s, which is often 
attributed to the German government running up an excessive government deficit, 
was equally associated with an explosion of debt via private banking. However, 
it is acknowledged in all studies that the dominant cause of the hyper-inflation 
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was that Germany suffered from crippling war reparations imposed by the Allies 
after the First World War. Such reparations have exactly the same monetary effect 
as a heavy international debt. With the payment of massive reparations, a 
growing surplus of German currency on the foreign exchanges led to a cata- 
strophic fall in the value of the mark, a massive rise in import costs and 
plummeting export revenues — and still the Allies demanded their reparations, 
so the value of the German mark virtually vanished. Exactly the same scenario 
occurred with Third World nations suffering from IMF and World Bank-induced 
inflation — a collapse of the currency value on the foreign exchanges and a 
continued insistence on debt repayment. These extreme examples underline the 
clear association between inflation and the level of debt; in these instances 
external debt as well as internal, bank created debt. 


Inflation and national debts 


The final proof that inflation is caused by debt-financing, not the ‘too much 
money’ myth or government spending, actually comes from analysing the effect 
of government debt in more stable economies. Economists view a government 
deficit as inherently inflationary; it is the government ‘printing money’, and 
according to all the received economic wisdom this leads to terrible inflation. But 
there is glaring evidence that totally demolishes this theory. 

During the period from 1970 to 1994, Germany ran its PSBR at such a rate as 
to increase its national debt from 18% to 64% of GDP.? Similarly, Japan’s national 
debt rose from 11% to 75%. America ran its annual deficit at such a level as to 
increase its national debt from $300 billion to $5 trillion, increasing it from 28% 
of GDP to a massive 81% of GDP. But despite these huge levels of government 
funding, average inflation in these three countries was among the lowest in the world over 
that period. 

During those years, inflation averaged just 3% in Germany, 5% in Japan and 
5% in America, whilst these economies grew at an astonishing rate. The 
percentage figures showing the national debt rising relative to GDP also show that 
the annual deficit was consistently in excess of any rise in output. But still, infla- 
tion was low. George Horsman notes this glaring contradiction to the Quantity 
Theory; ‘Large and persistent state deficits do not always produce inflation, as the 
American experience of the 1980s has shown’ .? 

The percentage figures for the increase in these countries’ national debts fail 
to convey what was a simply massive and constant injection of money via these 
governments’ annual deficits. According to the ‘too much money chasing too few 
goods’ theory, and according to the dire warnings issued about the effects of 
government funding, inflation should have gone through the roof in these coun- 
tries. But it did not. These low levels of inflation are all the more remarkable when 
it is realised that Germany, Japan and America were buying raw materials and 
imports in a world market whose average level of inflation was far higher than 
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their domestic level; i.e. they were subject to price inflation from outside their 
economies. Their inflation remained low despite massive deficit financing and 
spiralling world prices. 

Meanwhile, the nation which suffered one of the highest inflation rates during 
this period was Great Britain. The UK deficit was so restricted that the national 
debt fell from 77% of GDP in 1970 to 39% of GDP in 1990; virtually the only 
nation in the world to reduce its debt/GDP ratio, while suffering not just double- 
digit inflation, but a marked economic decline. 

Now this is contrary to all that the Quantity Theory claims. The nation that 
ran the lowest PSBR suffered one of the highest inflation rates in the developed 
world, whilst those nations which ran up huge deficits enjoyed the lowest infla- 
tion. It is worth a closer look at all these statistics. 

At the peak of the worldwide inflationary period, between 1975 and 1979, 
Britain’s inflation rate averaged 15.5% per year, during which her national! debt 
fell in real terms from 61% to 54% of GDP. During the same period, Japan’s 
national debt nearly trebled in relation to her GDP whilst Germany’s debt nearly 
doubled. Yet their maximum inflation was only 7% and 4% respectively. 
America’s great ‘burst’ of deficit financing was during the period from 1985 to 
1995, when her national debt increased from $1.5 trillion to $5 trillion, rising from 
37% of GDP to 81% of GDP, yet inflation in America during this period was only 
3%. As has just been stated, this is absolutely counter to all standard economic 
theory. But whilst this is the opposite of what one would expect from the view- 
point of conventional economics, from the perspective of the flaws of debt 
financing it is precisely what one would expect. 

Through its annual deficit, the government passes more money into the 
economy than it raises via taxation; i.e. there is a net supply of money into the 
economy via public spending. This annual injection is effectively a debt-free input 
of money into the economy; debt-free because, although the debt is recorded in 
threatening figures as The Nationa! Debt, this debt is never actually paid off, but 
constantly deferred and postponed. The government makes a passing pretence at 
using taxation to repay the national debt each year, but the additional money 
distributed via the deficit always exceeds the amount removed by taxation; there- 
fore whatever is taxed out of the economy is replaced — along with considerably 
more as the total debt rises. In the functional sense, this money is debt-free since 
consumers and industry have not had to borrow it into existence. 

Running a small annual deficit injects a small quantity of such money, effec- 
tively debt-free, into the economy, but leaves almost the entire burden of the 
money supply with consumers and industry. This may or may not be sufficient to 
keep the economy staggering along on the edge of recession, with prices deeply 
depressed. A moderate PSBR will steadily inject a larger amount of money, again 
effectively debt-free, allowing the economy to grow. However, there is likely to be 
appreciable inflation since the burden of the money supply still rests largely on 
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consumers and industry, whilst the improved economic conditions allow firms to 
charge the true cost of goods and tend to encourage wage rises. By contrast, a 
large PSBR — leading to a rapidly mounting national debt such as that actively 
pursued by Japan, Germany and America over the last 30 years — will inject a 
considerable amount of money into the economy at a steady rate; money that is 
distributed by public services and welfare. This is money that industry and 
consumers have not had to borrow into existence and which does not elevate 
prices or reduce disposable income — money that will be spent on goods and 
services within the economy; money that will support industry’s sales; money that 
will allow industrial and consumer debts to be settled or fund further investment; 
money that will circulate and reduce the need for consumers and industry to go 
into debt to create money; money which does not create a gap between aggregate 
prices and incomes; and therefore money which ensures that the inflationary pres- 
sure of debt in the economy is reduced. 

Economists view a government deficit as inflationary, whereas in principle it 
is precisely the opposite! A growing government deficit is effectively debt-free 
money and as such a direct counter to inflation, since it enters the economy 
without increasing industrial costs or consumer debt and can compensate for the 
lack of purchasing power within the economy. 

There is only one way in which a government deficit can contribute to infla- 
tion and this is not by causing it, but by feeding the inflationary tendency created 
by bank credit. A moderate PSBR can be adequate to keep an economy appar- 
ently healthy and growing. There is enough demand to allow industry to set prices 
according to costs. There is enough economic activity not to dissuade workers 
from demanding wage rises, and there is enough turnover to encourage industry 
to meet these wage demands, provided that the wage rises are passed on as future 
costs. In a sense, a moderate PSBR encourages inflation to take place. 

In this sense, the Quantity Theory is shown to be not wholly false, but simply 
superficial. Increasing the quantity of money can indeed give rise to inflation, but 
not as the true cause — as the proximate or immediate cause. The true cause is 
the existence of commercial and industrial debts and lack of purchasing power 
these create, which exerts on commerce a perpetual pressure to compress prices 
and defer costs, leaving those prices ready to spring up with any increase in 
demand. 

Conversely, there is only one sense in which cutting the deficit can reduce infla- 
tion, and that is by setting that deficit at such a low level that the economy is 
brought to a virtual standstill. There is such depressed economic activity that no 
one dare charge the true price of goods; firms hold back costs; prices and profits 
are cut to the bone. Inflation is low, but then again, so is absolutely everything else 
— sales, turnover, profits, investment, growth, the money supply. Cutting the 
deficit reduces inflation but only by allowing the economy to teeter on the brink 
of collapse under the weight of its own debt-money supply. The persistent adop- 
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tion of just such a restrictive policy has resulted in Britain declining into industrial 

underdevelopment, social conflict and profound national depression, despite the 

fact that only a generation earlier the country had a high quality manufacturing 

base and an export market on a par with Germany’s today, a work ethic every bit 

as ardent as the Japanese and a national pride and confidence to equal America. 
Wartime inflation 

Economists often refer to the large deficits undertaken during wartime, and the 
inflation that tends to occur then. But this is not the same situation at all. For a 
start, many wars (including the First and Second World Wars) have begun in the 
wake of a severe depression when prices had been suppressed for years. It is only 
to be expected under such circumstances that prices should rise with an influx of 
money. Also, wartime governments tend to make sudden increases in taxation, 
particularly on industry, in an attempt to recover the money they distribute 
through the annual deficit. This of course immediately places an upwards pres- 
sure on prices. In addition, a period of war is the one time when genuine scarcity 
of food, fuel, clothing and all the normal consumable items does occur, due partly 
to the fact that trade is badly affected and partly to the fact that production is 
orientated to the war effort. In spite of all this, wartime inflation has seldom been 
as serious as would be expected by the Quantity Theory. For instance, UK prices 
approximately doubled during the First World War, whilst the money stock 
increased by a factor of more than four. 

The real nature and potential effect of a government deficit is only apparent 
when the annual PSBR reaches about 5%-6% of GDP during normal peacetime 
conditions and when the government keeps taxes steady, allows the deficit to 
remain, carries on injecting money into the economy and allows the national debt 
to build up. This has been the policy pursued in America, Germany and Japan 
which has resulted in them becoming dominant world economic powers. 


Interest rates 


It is only to be expected that confusion amongst economists over the cause of 
inflation should result in their inability to control it. Since they view the cause of 
inflation as a surplus of money, a constant watch is kept on incomes and 
spending. Economists in Britain and America are currently expressing concern 
that demand in the economy is growing too fast and that the level of incomes is 
rising at around 4.5% per year. There is an almost unanimous judgement by econ- 
omists that this is ‘inflationary’. But they fail to point out that this rise in demand 
is little different from the increase in output, and that much of this demand has 
been funded by consumer borrowing, which suggests anything but an excess of 

` incomes. Also, the rise in incomes is due to factors that cannot be deemed in any 
sense inflationary. The factors contributing to the 4.5% rise in incomes are: 
1 Basic wage and salary rises of approximately 2%. This cannot be deemed infla- 
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tionary since the rate of inflation, at approximately 3%, has been consistently 

higher than basic wage/salary rises for the last three years. Thus, these pay rises 

have undercut inflation and should reduce it. 

2 A significant rise in employment — more people are in work and more people 
are therefore in receipt of a wage; therefore the total of wages distributed and 
the average wage both register an increase. This cannot be deemed inflationary 
since the additional incomes due to higher employment are associated with 
additional output, and these incomes are required for the purchase of the addi- 
tional goods and services produced. 

3 A rise in take-home pay due to widespread productivity bonuses associated 
with increased output. Again, since increased output requires a pro rata 
increase in distributed incomes to buy the additional goods, this rise in incomes 
cannot be deemed in any way inflationary. 

GDP has been increasing at nearly 3% annually, basic wage rises have been 
below inflation, productivity payments are associated with increased output and 
the increase in average incomes embraces new employment involving expansion 
of productivity. But when a rise in inflation occurs, this will be attributed to ‘too 
much money’ (whilst the average family is no better off), too few goods (which 
is the opposite of the case) and high wage rises (which haven't taken place). 

And to control inflation, what are the Bank of England and the Federal 
Reserve threatening to do? They warn that interest rates will have to be raised. 
That is to say, they will place an upwards pressure on prices, and a downward 
pressure on disposable incomes, thus inevitably encouraging demands for higher 
wages. To say that economists do not understand inflation is an understatement; 
they so misunderstand it that their policies to control it actually make inflation 
worse! Raising interest rates is one of the most inflationary acts that can be under- 
taken, since consumer and industrial debts are effectively magnified by the 
increase in interest payments. Actually, it is interesting to note that whilst the 
Bank of England had already raised interest rates in excess of 7% by early 1998, 
the American Federal Reserve only talked about doing this, and kept interest rates 
at around 4%. America seems to have this habit of preaching conventional 
economic theory, but her deficit financing strategies and perpetually low interest 
rates show that the personnel at the Federal Reserve know a fair bit more about 
the way financial economics really works than they admit. 


Inflation and debt-free money 


If an economy is dependent upon an annual deficit to avoid a catastrophic 
slump; if the average government is only supplying 3% of the nation’s money 
stock as credit; if a government can create money via deficit financing in sufficient 
quantity to stimulate growth and even offset the tendency to inflation — surely, 
all these considerations coincide to demand that governments stop deficit 
financing and start credit financing. 
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All that is being argued is that governments should record their annual support 
for the economy as credit rather than debt, that they cease borrowing from savings 
institutions and undertake the creation and supply of money, and that they do this 
themselves rather than selling bonds against which banks create money. All that 
is being argued is that governments do what they are already doing, either by force 
of circumstance in the case of Britain, or with clear awareness of the economic 
benefits as with Germany, Japan and America. All that is being argued is that 
governments support their economy with a constructive financial input. However, 
this should be done openly, in measured quantity and adjusted to the needs of the 
economy. 

In terms of inflation, an adequate supply of debt-free money would not just 
reduce the gap between prices and incomes, as does a generous PSBR, it would 
close it. The direct impact of a basic income underlines the counter-inflationary 
effect of stable credit. People would have more disposable income and they would 
therefore not need to seek an annual wage rise. Also, this money would reach the 
consumer first, without going through industry, and hence would not register as 
industrial debt; this money therefore would not add onto costs and force prices 
up. On the contrary, since there would be more purchasing power, industry would 
be better able to sell at a price that allows it to clear some of the debts it has 
incurred. The settlement of past commercial debts would then help keep prices 
down. Finally, adequate consumer purchasing power would allow industry to 
operate from a position of solvency and invest from profits instead of, as at 
present, either through borrowing or excessive share issues. In other words, future 
inflationary pressures would be reduced. Far from causing inflation, the proposal 
for debt-free money and a basic income is the one policy that would end inflation. 


Transitional inflation 


The reason for discussing inflation from the point of view of the annual PSBR 
is not only to establish that governments are already tacitly accepting the need for 
debt-free money. It is also to point out that if stable credit were to be created at 
too low a rate, or if bank lending were unrestrained, then inflation would 
continue. If stable credit were only created on a restricted basis, as a restricted 
deficit has been pursued in Britain, this would simply feed the inflationary 
tendency of bank credit. Also, if stable credit were created, but these increased 
financial resources became the basis of a mortgage-driven upward spiral of house 
prices, this too would lead to inflation. In both cases, the quantity theory of 
money would operate as the proximate cause of inflation, which was still built 
into the economy by a preponderance of, and increase in, bank credit. 

For the same reason, it has to be recognised that a policy of creating debt-free 
money would have to go through an initial phase during which industries started 
to charge the real financial cost of the goods they produce. The ability of industry 
to defer costs is of the utmost significance for the institution of a credit-based 
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financial system. Industry currently has billions of pounds of debt outstanding 
and considerably more liabilities in terms of share issues. These are un-recovered 
debts and investments and it has to be understood that if financial conditions were 
to be improved, industry would certainly try to recover at least some of these 
debts in order to work from a position of greater solvency and invest from true 
profits. It would have to be accepted that in the early stages, transition to a credit- 
based financial system would not cause inflation, but it would certainly allow a 
brief period of rising prices, due to firms recovering some of their past costs. But 
prices would only drift up, subject to the control of competition, to the point 
where the full costs of production were being paid. Any overpricing would lead 
to a disadvantage in sales. In other words, after an initial rise, prices would soon 
stabilise. 


Competition 


The approach to debt-free money creation that has been discussed relies upon 
competition acting to stabilise prices. But the power of competition should not be 
underestimated — it is more than up to the job. Competition for adequate sales 
is one of the most prominent factors in the modern economy. Competition is 
sufficient to make firms keep prices down and hold costs back, to the point at 
which they court bankruptcy during a recession. Competition even keeps prices 
under tight control during a boom, when firms are recovering past costs. Many 
companies often find that the total price rises passed onto them by the firms they 
depend on mean that they cannot themselves make any contribution to the 
process, and must keep their costing stable. This is the power of competition, and 
it is an immense controlling factor on prices within the economy at all times. 

The suggestion or implication that industry ever raises prices in some kind of 
mass conspiracy for group profiteering completely ignores the real world. It is 
almost impossible to think of a sector of the economy that is not packed with the 
most ferocious competitors. Perhaps the only one is public and private utilities, 
but legal machinery for control and regulation of prices exists here. Competition 
is one of the most potent economic realities. More money cannot of itself cause 
inflation, which is why those fortunate enough to be wealthy do not have that 
wealth drained by spiralling prices of BMWs and Porsches. 

It might be argued that the intensity of competition would decline with the 
increased spending power of consumers and the disappearance of the gap 
between prices and incomes. Can we assume that prices would be so subject to 
control by competition in a credit-based economy? Certainly, the nature of the 
competition would change, but in many ways it would become more intense. The 
competition that would disappear would be the competition between industries 
for inadequate purchasing power, leading to the pursuit of cheaper production 
methods and poor quality goods. The competition that would remain would be 
the natural desire on the part of any firm to survive, and the need to provide what 
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the consumer wants in order to do so. In many ways, competition would inten- 
sify precisely because there is clear surplus capacity, yet people would still want 
jobs. A basic income would alleviate the pressure to work, but it certainly would 
not remove the desire to earn, nor therefore the desire to keep a job or to keep a 
firm competitive and in business. 

The surplus capacity that a modern economy possesses, and the choosiness of 
consumers with adequate purchasing power, would betoken not a reduction in 
competition, but competition with a different emphasis. This would be a compe- 
tition which benefited people since it would centre around supplying what 
consumers actually want, rather than competition based upon an inadequacy of 
purchasing power leading to the pursuit of employment, an emphasis on cheap- 
ness and the persuasion of people to buy what they clearly don’t want through 
manipulating their emotions and their goals in life. Transition to a credit based 
economy would change the nature of industrial competition, not cancel it, just as 
it would change the nature of economic growth, not stop it. 


Summary 


Inflation has nothing to do with scarcity pushing up prices, just as it has 
nothing to do with commercial greed. The notion of ‘too few goods’ is absurd in 
our modern economy, whilst the notion of ‘too much money’ is also a plain 
contradiction of the facts. The Quantity Theory disregards the evidence of 
burgeoning consumer debt, commercial debt and their effect on prices and 
incomes; the failure of inflation to absorb the savings of the wealthy; the rampant 
competition in the modern economy which is even more intense during a boom; 
and the unexplained phenomenon of stagflation. 

However, the difficulty in trying to attribute inflation to the debt-based finan- 
cial system is that rising prices and higher wages are only two of a number of 
possible results and responses to the pressures created by debt financing. Instead 
of seeking wage rises, consumers can progressively go deeper into debt. Also, 
inflation can be nipped in the bud by a recession, but at the cost of many bank- 
ruptcies and much unemployment. 

In addition, the tendency towards inflation can be disguised, over-laid and 
complicated by a host of other variables and factors. Cheaper production 
methods can reduce prices at the same time as inflation is raising basic costs. The 
result can be a period of price stability, but only achieved at the cost of frantic 
development, with the lower prices being absorbed and counteracted by the back- 
ground inflation. Inflation can also be imported into a country via higher prices 
on the world market, thus raising domestic prices. Alternatively, surpluses or the 
development of cheaper methods abroad can lead to falling world prices. Imports 
of such products can help to keep prices down and disguise domestic inflationary 
trends. Alternatively, the inflationary tendency of debt can be offset by an influx 
of debt-free foreign investment capital from other countries, such as Britain and 
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America currently enjoy. The international effect is further compounded and 
confused by the strength of a nation’s currency, which can suddenly make the 
goods and services it has to buy on the world markets either more expensive or 
cheaper. The strength of the pound meant that, for Britain, world prices were 7% 
lower in 1997 than three years before. But this did not lead to domestic goods 
being 7% cheaper; it merely offset, disguised and confused the basic inflationary 
tendency caused by debt. 

It is sometimes claimed that inflation is caused by interest charges. But this is 
only partly true. Interest may be the proximate cause of inflation, and it certainly 
raises prices and depresses incomes. But interest is not the ultimate source of infla- 
tion. The ultimate source of inflation is debt, since it is due to the existence of debt 
that interest is required to be paid. If interest charges are dropped but the debt 
remains, then the direct and proximate cause of inflation becomes the debt itself, 
upon which repayment of the principal is required. 

We have lived for so long in a debt-based financial system that the scarcity of 
money is ingrained in us. We are so used to the scramble to meet costs; the diffi- 
culty of balancing the books; the conventional economist’s warning that more 
money causes inflation. It seems impossible that a constructive, serious proposal 
should involve more money, and debt-free money at that. But consider the alter- 
native of pursuing the conventional money supply into the future. As the 
previous chapter explained, the option is not whether money will be created, but 
whether it is to be created by banks as a debt, or created by government debt free, 
and passed into the economy via a basic income and government spending. Now 
which, in logical terms, is more likely to be inflationary — a supply of bank 
created credit amounting to £3000 billion over the next two decades which, if the 
debts are assumed by industry, adds to costs and results in price increases, and if 
assumed by consumers, depresses incomes leading to demands for higher wages; 
or alternatively, a supply of debt-free money which does not register in costs, 
which reduces the need for wage rises and which can be used to settle old debts? 
Which is inherently more inflationary, debt-money or debt-free money? 


1 Bank of England. Statistical Releases, 1995, 1997. H.M.S.O. 
2 George Horsman. Inflation in the Twentieth Century. Harvester/ Wheatsheaf. 1988. 
3 Structural Indicators. OECD. 1996. 
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A spectrum of opportunity 


T next matter that needs to be discussed is crucial in establishing a realistic 
case for reform of the financial system. Whenever a major reform is contem- 
plated, it has to be accepted by even the most ardent supporters that radical 
change can have unforeseen consequences; if for this reason alone, the status quo 
has enormous legitimacy. This chapter deals with the vital matter of balancing the 
need for reform with the need for stability. It also outlines the areas of compro- 
mise and accommodation that are available between our current financial 
arrangements and a policy of monetary reform. 

What is most difficult to achieve in an extensive book like this is a balance in 
the criticism — a balance of criticism that is not perceived as potentially threat- 
ening. By repeatedly questioning things widely assumed to be fair, such as money, 
employment and the nature of work, and by focusing on technological advance, 
the consumer world around us, residential and commercial demands and many 
profound features of modern life, such far-reaching reform appears potentially 
highly dangerous. Would the economy collapse, or decay, or fragment? 
Fundamental changes can have unpredictable results, and monetary reform might 
bring instability and maybe lead to an even worse economic disorganisation. The 
debt-based financial system may be open to criticism but it has one great point in 
its favour. It is the system we have. It is currently delivering the goods, albeit inef- 
ficiently and at great environmental and social cost. Forced economic growth may 
contribute to instability and tensions, but it has brought considerable prosperity 
and ended true poverty for many. Even if it can be blamed for contributing to 
poverty in the Third World, would rocking the boat at this stage cause even 
greater disaster? It might be better just to continue with the current arrangement, 
call it ‘economic slavery’ if you like. But better the devil you know than the one 
you don’t. These are valid reservations and deserve the fullest consideration. 


Reform — not a new system 


The first point to stress is that, although banking and debt have been a feature 
contributing to the last three centuries of growth and periodically caused 
mayhem as a result, the money stock has only recently reached the point at which 
it is almost entirely debt-based. Economies have often functioned, and tended to 
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function better, during periods when the money stock had a more appreciable 
debt-free content. The most recent example is the period from 1950 to 1963 when, 
due to greater use of cash, the debt-free component of the money stock was 
around 21%. Inflation was low, employment high, growth was steady and inter- 
national trade less aggressive. Even by conventional indicators, many economies 
were functioning more satisfactorily. Thus, by creating debt-free money, one is in 
the first instance merely restoring the economy towards a situation it has period- 
ically enjoyed before. Also, the influx of money from abroad gained by export 
revenues is another indicator that a debt-free input to the money stock is a highly 
constructive addition. It becomes clear that the creation of debt-free money is not 
‘a new system’ — it has been there all the time. In the same way, Chapter 16 
argued that a degree of bank lending could operate perfectly well as part of a 
balanced financial system. This is not, therefore, an either/or situation, so much 
as an argument to change the balance between two elements. It is not so much a 
revolution as an evolution; a matter of regenerating the economy, first restoring 
the debt-free basis in line with what it has been in the past, and then attempting 
to find the right balance between a stable, debt-free money stock and a useful level 
of bank credit. 

The next point, related to this, concerns the legitimate functioning of various 
financial institutions. The approach to creating debt-free money discussed in 
Chapter 16 may have weaknesses, but it has one particular virtue. It has the advan- 
tage of taking the institutions and financial structures that we currently have, and 
trying to use these to move in the right monetary direction — away from debt. This 
is why great efforts have been made throughout the book not to wholly denounce 
institutions and practices such as borrowing and lending, the charging of interest, 
industrial share issues, the stock market, mortgages, and government taxation and 
spending. If one thinks about it, these institutions and practices all have their ratio- 
nale, and however much they are malfunctioning, their rationale is sound. 

In every case, the dominant factor leading to such malfunction is excessive debt 
and lack of a true money supply. It is the reliance on the loan system as a money 
supply mechanism that leads to excessive bank lending, particularly on mort- 
gages. It is debt that leads to economic instability, which has in turn transformed 
the stock markets and international exchanges into a gambling arena. It is the 
scarcity of money that leads to excessive issues of industrial shares; and it is the 
declining value of money due to inflation by debt which leads people to use the 
stock market as a savings institution and hence tends to inflate and over-value 
shares. It is the failure of governments to create debt-free money that makes taxa- 
tion predatory and unduly restricts government spending. It is the need to use 
interest rates to control bank lending that keeps interest rates high. The advantage 
of monetary reform through the creation of a permanent, debt-free money stock 
is that this is proposed in the expectation that all these institutions and practices 
do indeed have a function and measure of justification. The type of reform being 
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suggested is intended to allow these tasks and functions to be performed properly, 
through the existing financial institutions, acknowledging their legitimate 
economic basis. 


Economic decentralisation 


An important factor that determines economic stability is the balance of power 
within an economy, between people and government. The history of monetary 
reform highlights this issue. C. H. Douglas’s ideas were seen by some as a form 
of economic sedition, and it is easy to see why. If the financial system were to be 
reformed by the creation of debt-free money, distributed directly to people as a 
basic income, leading to financial stability in the economy, the government would 
appear to become economically powerless. The result of Douglas’s proposals, so 
far as they were understood, seemed to be that all power for economic progress 
would be completely decentralised, and the government could exercise no 
overall control over the economy, nor take any initiative itself. From a situation 
in which government had a dominating role in the economy, it appeared that 
Douglas's proposals would lead to the other extreme; complete economic decen- 
tralisation and government impotence. 

Douglas deliberately encouraged this polarisation. He contrasted economic 
democracy with wage slavery and presented the proper role of government as one 
of pure administration, powerless other than as a servant co-ordinating the 
various demands of its citizens. But such an approach invites an either/or 
response — either agreement or disagreement. Also, forever contrasting economic 
democracy with forced economic growth again injects a polarity that doesn’t 
reflect all the options. An opposition is set up between an undesirable present situ- 
ation, and a reform-to-its-opposite, which lays claim to solving everything. Two 
policies are presented and contrasted — one of economic tyranny and the other, 
complete economic decentralisation. The inference is that there has to be a 
straight choice. But this is not a fair evaluation of the scope that exists within 
monetary reform. A choice between these two opposites neglects the best option 
we have of instituting a sensible degree of economic freedom and also ensuring 
that monetary reform leads to greater stability. There is plenty of room for accom- 
modation between the policy emphasised by Douglas and the current forced 
economy. The area of compromise involves the question of how debt-free 
money is to be distributed into the economy. 

The subject of how debt-free money should be distributed is a major political 
issue; every bit as political as the overall case for monetary reform. As the 
previous chapter stated, debt-free money has got to get into the economy, and 
whoever gets it first, gets it literally and by definition, free. The need to create debt- 
free money and the question of how to distribute it are two quite distinct issues, 
as Douglas himself was aware. 

Douglas proposed closing the gap between incomes and prices by a 
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combination of a basic income, and subsidies to industry. In an important sense, 
both of these amount to the same thing — a distribution of stable credit directly 
into the economy to match purchasing power with prices. In focusing on 
consumers and industry, Douglas completely ignored a third channel for the 
distribution of permanent credit, and we are in a position to appreciate this today. 
Moreover, I suspect this neglect of an important element in the economy was 
intuitively sensed by others at the time, and was part of the reason why his 
proposals were never taken up. There is a strong argument for government itself 
to spend a proportion of the debt-free money required to stabilise the finances of 
the economy, using that money in support of the public sector. 

The option of debt-free money being ‘spent into the economy’ by the govern- 
ment was not an option entertained by Douglas. His goal was to get the unsold 
goods available distributed and free the economy from the false restriction of a 
lack of purchasing power. The debt-free money required in the economy should 
be injected directly to where it was needed — straight into consumers’ pockets. 
In Douglas’s opinion, the need for social provision was best achieved by the insti- 
tution of a basic income, and by allowing industry to function properly. But we 
are not starting from his position. We are in a position where government has 
assumed a major role in the provision of social services and the administration 
of the economy. This provision is funded in part by the national debt, itself an 
oblique and crude method of doing what Douglas advocated; injecting money 
into the economy. 

The argument for the government to spend a proportion of the stable credit 
required to stabilise the finances of the economy brings us to that other great 
monetary reformer, Abraham Lincoln. Lincoln made no statement about a basic 
income nor about reducing debt, and whilst the latter was clearly in his mind as 
a consequence of his monetary reform, there was certainly no mention of a basic 
income. For Lincoln, the creation and supply of money was not a matter of 
government powerlessness; quite the reverse. His Monetary Policy states; ‘The 
privilege of creating and issuing money is not only the supreme prerogative of 
government, but it is the government’s greatest creative opportunity... The 
government ... should not borrow capital at interest as a means of financing 
governmental work and public enterprise. The government should create, issue 
and circulate all the currency and credit needed to satisfy the spending power of 
the government and the buying power of consumers.’ 

This is a fundamentally different policy from that of Douglas, as is shown by 
Douglas’s objection to the deliberate deficit used by governments to escape from 
the depression. A Keynesian deficit was not just resisted by Douglas because it 
involved yet more money creation by the banking network; it was mainly criticised 
because it constituted a policy he deplored — government organisation of the 
economy — and, as he saw it, an unwarranted interference in the pattern of 
human development. In summary, Douglas was a democrat, a decentralist and 
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an individualist; Lincoln was also a democrat, but the President of a major power 
who argued the need for monetary reform and the issue of debt-free money 
through government spending. For Douglas, debt-free money should be distrib- 
uted into the economy directly to people; for Lincoln, it was the government’s 
‘greatest creative opportunity’. 

The philosophies of Lincoln and Douglas are no less relevant today. Lincoln 
upheld the nghts and duties of government, and today, in an age where there are 
acute social and environmental problems, the responsibility of government 
cannot be gainsaid by any reform, however attractive. There is a massive short- 
fall in funding for hospitals and schools, as well as the road, rail, water and sewage 
networks. If the government genuinely desires to make public transport compet- 
itive with the private car, subsidies are necessary, and clearly justified by the urgent 
need to reduce transport demands. The fact that a balanced financial system 
would hope to lead to decentralisation and make the ‘free market’ work more 
effectively does not mean that it can be relied upon when there is urgent need for 
direct action. 

But at the same time, Douglas’s call for a basic income is undiminished. Only 
a basic income will permit us to stop the pursuit of ‘work’ as an end in itself and 
allow humanity to slow its mad, headlong, technological rush into the future. 
However strong the arguments may be for government having a claim to provide 
social services and exercise a degree of overall control over the economy, people 
have a wholehearted and justifiable claim to a basic income — a claim based upon 
the need to provide a safety valve for forced economic growth and also based 
upon our clear ability to guarantee citizens’ basic welfare in an age of such pros- 
perity. A basic income is, as Douglas asserted, a democratic right the citizen is 
currently denied. 

Having set the two policies of Douglas and Lincoln apart, it is easy to see that 
they can be reconciled. It makes perfect sense to embrace each of them and give 
due allowance to both in a broader democratic vision. All this requires in prac- 
tical terms is that part of the stable credit be distributed through government 
spending, and part through a basic income. This confirms both the responsibili- 
ties of government and the rights of the individual. Douglas’s and Lincoln’s 
policies are not mutually exclusive and there is plenty of room for manoeuvre and 
accommodation between the two. Such an approach is warranted not just 
because both arguments are valid, but because this is clearly a better way to go 
about things. The two philosophies are not in conflict; they are complementary 
and reinforce each other. In fact they depend upon each other. 

The government would necessarily have a central role in administering any 
financial system. And although a basic income would distribute economic power, 
people in receipt of a basic income would be more able to pay taxes than at 
present, whilst a basic income would reduce the need for the government to use 
revenue gained from taxation to support the unemployed. Therefore a government 


A SPECTRUM OF OPPORTUNITY 313 


administering a basic income could expect to have more revenue and be able to 
make its public services far more extensive and effective. At the same time, if a 
basic income is to be effective in reducing the pressure to work, it needs the back- 
up of sound public sector provision. Competent government administration and 
the existence of good public services promotes the very sense of practical security 
which is essential if people are to accept the basic income as a reliable addition to 
their income, and so pursue work and earning less aggressively. 

There are many other areas in which the basic income and improved public 
services overlap. Much of the energy of government and its civil service is taken 
up with controlling the tensions within our society caused by people suffering 
from the status of total wage dependence in a debt economy. The removal of these 
tensions through the institution of a basic income would gradually reduce the 
need for government to play such a time-consuming and expensive intermediary 
role between consumer and producer, worker and employer, criminal and victim, 
taxpayer and local government. Government involvement could then be in truly 
constructive projects, rather than expensive conflict control bureaucracies. 
Running a poor public sector, a national debt, a dependency culture and a 
wasteful economy is not the same thing as running a decent public sector backed 
up by a financial system that supports a productive economy and allows a modest 
basic income to be paid. In terms of job-sharing, the aggressive pursuit of earning 
and wage slavery, it is not so much the amount of the basic income that matters, 
but the degree of insecurity and threat involved in unemployment. A fall in mort- 
gages to more rational levels would do more than anything to promote the sense 
of genuine security which job-sharing requires. 


Employment 


Full employment is a perfectly legitimate ideal, but a dangerous power-policy 
for a government to wield. The question then is, how best to achieve full employ- 
ment? The current scheme of unemployment benefit plus the centrally organised 
pursuit of jobs is a proven failure. People get drawn into jobs they don’t like, jobs 
which produce poor quality goods, jobs which try to push these goods down other 
people’s throats, jobs whose only purpose is to try to take advantage of the 
vagaries of money to make money, and a host of jobs which are totally counter- 
productive. Meanwhile the unemployed get sidelined into poverty. It is not 
necessary to be an ardent critic of the policy of full employment — the unques- 
tioning pursuit of work — to realise that this arrangement is incredibly wasteful 
as well as oppressive. 

Changing the financial system away from one that involves substantial 
consumer debt would enable many people to work shorter hours and job-share. 
Also, by providing a basic income, the unemployed would be encouraged and 
more able to find and undertake work, building upon their basic income. In addi- 
tion, restoring the cost-effectiveness of good quality production, and removing the 
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price advantage of centralised mass production and bulk transport would all be 
factors acting to distribute employment opportunities, rather than centralising 
them as at present. The paradox is that by pursuing full employment and main- 
taining wage dependence, we will always have a pool of unemployed — but by 
providing a basic income and not pursuing full employment, we would probably 
end up by achieving it! 

This too would remove a massive administrative burden from government. But 
this is not to say that employment need be simply a product of supply and 
demand, with no government involvement. The balance between Douglas’s and 
Lincoln's policies suggest that government would still be a major provider of 
employment, but not work for work’s sake; work that actually needs doing. 

By comparison with the current thrust of economic development, monetary 
reform would certainly affect both the direction and the pace of economic 
growth. For example, at present, companies produce an entirely new range of 
designs for their cars almost every other year. This represents a huge commitment 
of resources simply to change the shape and gadgetry inside a self-propelled 
motor vehicle. Cars are not built to last any longer than 10 or 12 years, although 
they could be. This represents even more wasted resources and effort since 
approximately 40% of the total energy consumed by a car during its entire life 
occurs during manufacture. The alternative, which saves time, effort and 
resources, and offers people leisure and the environment some breathing space, 
is to build cars of quality that last longer. The difference is one of pressure, pace 
of development and production rate, not an end to change. When one considers 
the new technologies and range of new materials available today, cars that are 
elegant, efficient, reliable and sufficiently well built to last a lifetime are clearly 
feasible. And just as an old Bentley is both a working vehicle and a personal trea- 
sure, the prospect of modern cars built with real quality and endurance in mind 
is highly exciting. If Bentley and M.G. could do it more than half a century ago, 
think what we could achieve now. 

Reforming the financial system is thus not a matter of stopping progress, but 
of allowing it to proceed at a more humane pace — not a matter of extinguishing 
the ‘white heat’ of technology, but allowing it to cool to a somewhat more demo- 
cratic temperature. All the progress we want will come in its own good time, and 
will come at a rate we can handle it; at the pace we want to advance it as workers, 
and at the pace we want to sanction it as consumers. 

In addition, work that really needs to be done can become cost effective. This 
does not just relate to more efficient and quality oriented industry and agriculture, 
but to better government funding as well. Since improved product quality and 
durability is far more efficient in real terms, this can progressively free both people 
and resources to pursue other economic objectives. Through its own expenditure 
of debt-free money and by taxation, government could improve funding for health- 
care and education, and start to tackle housing and the regeneration of cities. Here, 
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the need for a balance between a distributed basic income and centralised govern- 
ment involvement in economic growth through improved public services is 
underlined, since these economic projects and social priorities are areas in which 
the government control of spending would clearly have a legitimate basis. 

The two policies of a basic income and government spending are clearly 
complementary and they clearly reinforce each other. That this is the case 
becomes obvious when the long term financial effects of both are considered. Any 
debt-free credit distributed as a basic income would improve the ability of people 
to pay taxes, and thereby increase the potential revenue of government. At the 
same time, any debt-free credit spent into the economy by the government 
through the public sector would improve total purchasing power, help build up the 
permanent money stock and hence contribute to a decrease of debt, thereby 
closing the gap between incomes and prices. 

But this is not to say that Lincoln’s and Douglas’s policies amount to the same 
thing, for they do not. There is a profound difference of policy, which it is vital 
to appreciate. The difference is that, whatever debt-free money the government 
creates and then itself spends into the economy, money needed by the economy 
is being made conditional on government-organised work. Where a demand for 
debt-free money has been established, and where a government spends that 
money into the economy, goods that are already available (but which would not 
otherwise be distributed due to the lack of purchasing power) are only distributed 
on condition of a certain level of government employment. By contrast, debt-free 
money distributed as a basic income allows citizens the chance to obtain a certain 
amount of goods without work, but only because those goods are available and 
the economy needs this extra purchasing power to allow them to be distributed. 

This highlights the incredibly political nature of monetary reform. What 
Douglas’s policy does is ensure total unconditional distribution. What Lincoln’s 
policy does is ensure total distribution, but on condition of government-organised 
work. To the extent that debt-free credit is distributed directly via a basic income, 
economic power is decentralised. To the extent that government itself spends 
debt-free money into the economy, it continues to hold the reins of power. The 
need for, and the opportunity for, a constructive balance between these two poli- 
cies, both of which has a degree of legitimacy, is a vital consideration if due 
credence is to be given to the case for monetary reform. Apart from this, mone- 
tary reform consists of little more than supplanting banking as the money supply 
with the government creation and supply of money. 

An entire spectrum of opportunity actually exists. This ranges between a credit 
system, but no basic income distributed and all expenditure of stable credit by the 
government in its public sector, right through to a credit system which distributes 
all of its stable credit as basic income. There is a full spectrum between a govern- 
ment dominated economy, and ‘pure’, decentralised economic democracy. 
Neither does the fact that there would ultimately be a money stock largely inde- 
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pendent of debt necessarily imply that eventually the situation would, by defini- 
tion, be decentralised. Government has its powers of taxation, and these are 
undiminished by a credit system of finance. 

In the real world, which is what this debate is all about, extremes are seldom 
the only choice. The balance between distributed and government spent credit is 
open to any amount of adjustment. This is the beauty of money. As a mathe- 
matical entity, it is infinitely subservient and capable of coping with a wide variety 
of policy variation and emphasis. Basically, money is capable of doing what we 
want it to do, rather than (as at present) making us do what it wants us to do. 
Money is capable of reflecting reality and conveying the policy we want. The true 
worth of money as an invention, frankly, has never been fully explored. The range 
of opportunities for reform facing us, once we decide to correct the overbearing 
mathematical defect of debt, are as rich as the diverse opportunities and material 
benefits our economies can possibly offer. In fact, in a sense they are one and the 
same thing. 


The balance of power 


Ultimately, the reason why the legitimate power of government is not threat- 
ened by correcting the defects of the financial system is that government has well 
established powers of taxation. The great majority of people assume that these 
powers of taxation, which they readily accept even under conditions of great finan- 
cial stringency, are the true basis of government power. In fact, government powers 
are excessive and illegitimate because the economy is prone to collapse under the 
weight of private and industrial debt, which places the economy under the govern- 
ment’s control via their manipulation of the PSBR and the national debt. 

Government power would certainly be changed by monetary reform, but not 
actually diminished. The proper powers of government to run effective public 
services and oversee a prosperous economy would be markedly increased. But the 
excessive power governments currently hold over the health of the entire 
economy, by manipulating the national debt, would disappear. However, through 
decisions over taxation, and how much debt-free money they either distribute as 
a basic income, or themselves spend into the economy, government would still be 
in a position of overall power and responsibility. The difference would be that 
their control of the overall economy would be through open and acknowledged 
processes and decisions, rather than the covert and crude manipulation of money 
and the economy, against a background of conflict and waste. , 

Of course, the power of ordinary people would be greatly increased. This would 
be true of their personal power — their independence — and also of their aggre- 
gate power over the economy. One of the positive conclusions of analysing the 
debt-based monetary system is that, far from people en masse being responsible for 
our current economic chaos, it is people’s general economic powerlessness that is 
a major contributing factor. The awareness that so many of the problems of the 
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world are created and exacerbated by a financial system that has for centuries oper- 
ated to deprive the great majority of people of a natural feedback of prosperity, 
makes it clear that what is required is a policy of decentralising economic power 
— that is, a policy of increasing the power and trust placed in ordinary people. It 
is not the average person’s fault that they are caught up in the modern consumer 
whirlpool; it is the position of dependency they are in, combined with the result 
of countless millions of decisions taken by others who have similarly been forced 
into co-operation to produce the forced growth economy, of which each of us is 
an unwitting part. The alternative — the only alternative to centralised power — 
is a sensible measure of distributed power, and distributed trust. That is what a 
basic income really is. A measure of distributed economic trust. 


The something-for-nothing factor 


Trying to persuade people that, in the modern world, they should not be 
wholly reliant upon a wage, and that the population should be entrusted with a 
basic income, is as difficult as trying to establish that the current level of mort- 
gages is absurd. Distrust and the abuse of trust is all around us. And just as in 
Douglas’s day, we have got used to the notion that ‘you don’t get something for 
nothing’. Yet ‘something for nothing’ is part of what life is based upon. Life itself 
is a gift, a something for nothing. The early humans picked fruit from the trees, 
but had not planted them. They hunted the beasts, but did not raise or tend them. 
When people did start farming to ensure their food supply, they still got some- 
thing for nothing — all farmers do, and always have. The growth of crops and 
animals and the procreative process all contain something for nothing. This factor 
has been virtually abolished, or at least rejected by modern farming methods, but 
mixed farming, where it survives, is all about getting the maximum something for 
nothing through the complementarity between crops and livestock. Taking 
advantage of something for nothing, and ensuring that the land continues to offer 
this, is what good farming is all about. 

Something for nothing is also present in technology and the use of tools. A tool 
takes effort to make, but the effort it saves is far greater. This extra, over and above 
whatever effort we put into making the tool, is something for nothing. Modern 
technology offers us a fantastic degree of something for nothing, which is shown 
every time a person is laid off by a machine. 

In another sense, something for nothing is what human life is all about. Today, 
the standard of living we enjoy is not primarily due to our efforts, but the count- 
less efforts of generations before us. We also will leave something for nothing to 
our children. If we can leave them economic democracy as well as a productive 
economy, that would indeed be a legacy. We are inheritors of a planet, an 
economy, a culture and a community; all of these are something for nothing. A 
basic income is intended to do no more than reflect and accept the something for 
nothing we have all been given and which is all about us. 


318 THe GRIP ofr DEATH 


By contrast, the debt-based monetary system is specifically associated with the 
denial of the two main forms of something for nothing. One of the principal 
forms of debt is industrial debt, that is, debt associated with technological invest- 
ment and advance. Instead of something for nothing from technology, our 
financial system registers an obligation to work yet harder! And instead of the 
something for nothing which each generation leaves to the next, a progressively 
larger public and private debt is passed down, in complete defiance of the inher- 
itance we receive from the past. 

What a supportive financial system and a basic income can together achieve is 
to acknowledge the something for nothing involved in life, and also allow the 
concept of ‘enough’ to have economic effect. At the moment, we are unable to 
accept the ‘enough’ that our economy clearly offers. Although enough is available, 
and more than enough is clearly possible, as workers we are forced to deny that 
there is enough and obliged to keep producing more. By challenging today’s 
‘enough’ so aggressively, increasingly undercutting and complicating the industrial 
and agricultural process, we are actually in danger of ensuring that there is nor 
enough in the future. A balanced financial system and a basic income would allow 
the concept of enough to register in terms of the quantity of goods, the quality of 
goods and the nature and amount of work undertaken. The result is that economic 
activity would reflect the total decisions over what people decide is enough in all 
these areas; which is not just democratic, it is also plain common sense. 

Some people will deny that man can ever have enough and that he is innately 
acquisitive and greedy. Others will claim that the arrangement of a basic income 
will tend towards economic decline, since man is innately lazy. Such complaints, 
which are anyway quite without justification, simply cancel each other out. 
Moreover, the democratic argument — the right to decide for oneself what is 
enough, the right to be trusted — is what ought to decide the debate. Some 
measure of trust is already conferred upon us as members of a political democ- 
racy. Political trust has been in some measure decentralised and a balance 
between government and people achieved. But ‘trust’ is a policy that has never 
been instituted in the economic sphere. 

In our everyday lives we constantly have to trust others and accept the trust 
they place in us. We also have to make judgements and balance competing 
demands on our time and energy. If the aggregate responsibility shown by the 
huge majority of ordinary people as they struggle to raise a family, hold a job, pay 
the bills, feed the cat and sing a song or two whilst surrounded by a torrent of 
change, uncertainty and apprehension over their future security — if this visible 
display of trustworthiness were allowed to be an ingredient in directing the 
economy, our economic and social future would be assured. It is irresponsible 
power that threatens our futures, not legitimate responsibilities. 


THe GRIP oF DEATH 319 


Legitimate powers 


So what is the philosophy, the rationale behind such an arrangement, which 
represents a compromise between centralisation and decentralisation; a division 
between distributed credit and government-spent credit? The philosophy is that 
we must embrace the valid arguments of both Douglas and of Lincoln; the rights 
of the individual and of government; the demand for economic democracy and 
the valid reservations of those who see the importance of government, and the 
dangers of radical reform. The philosophy is that a balance must be struck, and 
room must be found, for all such valid arguments, and a sensible accommodation 
between them reached. In philosophical terms, the accommodation between 
Douglas’s and Lincoln’s policies suggests that both people and government have 
domains of power, which should complement one another. This is the philosophy 
of legitimate powers, and it is far more credible and practical than either of the 
single philosophies it embraces. Both ‘power to the people’ and ‘benign 
centralised power’ have certain attractions, but also have fatal weaknesses. The 
philosophy of legitimate powers is greater than either of them, gives a measure 
of credence to both, and allows the two valid, but partial philosophies to comple- 
ment each other as part of a greater philosophy. 

The need for a new balance involving a degree of decentralisation of economic 
power is supported by the shallowness of the modern political process. On one 
day in every five years, people are presented with a choice of party political 
package-deals. They must evaluate the motives and integrity, as well as the mani- 
festos, of remote politicians who have made carefully-worded election promises 
via the mass media. The party that is successful in getting most votes — which 
may come from only 30% to 40% of the population — then has five years to inter- 
pret or even ignore its manifesto as it sees fit, run the country, shift the blame and 
manipulate public opinion before the next election. 

This is not intended as a rejection of political democracy, but it is a fact that 
economic democracy is more relevant to people and innately more sensitive, oper- 
ating constantly and allowing people to pursue differing objectives to a far greater 
extent than does collective politics. The additional point is that modern govern- 
ment involves what is clearly an excessive and unacknowledged degree of 
centralised economic power. The establishment of a degree of economic democ- 
racy and decentralisation is not only justified in its own right, but to reduce some 
of the burden on government to manage an unstable, conflict-ridden economy and 
thereby clarify the political process. Monetary reform would open up government 
financial decisions to full scrutiny. Manifesto commitments and the record on 
economic matters such as taxation, investment priorities, public services, welfare 
and expenditure would actually mean something, and people would be able to 
make a much fairer assessment of a government’s priorities and competence than 
at present. 
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A similar clarification applies to international politics. What characterises 
successful international bodies and agreements is that they have been restricted 
in purpose, and that purpose has been clearly defined — for example NATO, 
EFTA and the Security Council of the UN. What characterises today’s bureau- 
cratic international agencies, such as the European Union, GATT and WTO, is 
that they have granted themselves a remit and assumed powers that are so wide- 
ranging that these bodies have become totally ineffective in areas where 
international action is justified and, in the case of the environment, desperately 
needed. 

When people assert that nations ought to be accountable to some authority 
beyond their borders, it is precisely in areas such as military ambition, unfair 
commercial practices and protecting the common environment, that alliances and 
legislation are seen to be warranted — not the length of sausages, the shape of 
cucumbers, subsidies that further distort the economic process and confer advan- 
tage differently on nations, and quotas that forbid one nation to produce enough 
steel, coal and milk products for its own needs, so that other nations have 
protected export rights. These are not within the legitimate domain of interna- 
tional politics. The current wide-ranging role assumed by international 
government agencies and alliances largely involves compensating for the conflict 
and instability generated by the current financial system, and further centralising 
the economic/ political power it grants to government and finance. Removing the 
instability and conflict generated by the debt-based financial system would allow 
a redefinition and clarification of purpose for agencies such as the UN, the 
European Union and the World Trade Organisation. Far from neutering these 
organisations, there could be a new empowerment and effectiveness in areas 
where agreement and legislation are badly needed — the environment, and 
tempering international aggression, whether military or economic. The irony is 
that monetary reform, by confirming the right of people and nations to manage 
their own economic affairs in a way that would cause less conflict, would actu- 
ally allow international cooperation to concentrate on issues of relevance and 
importance. 


Ignorance and arrogance 


The matter of the philosophy behind the financial system brings us to the most 
controversial issue in the entire debate. Monetary reform is often presented along- 
side a full-blown conspiracy theory, which claims that the financial system is 
being shielded from criticism and deliberately employed as a device for keeping 
people in a state of dependency, so as to advance a high-level political agenda. But 
this conspiracy theory is far from proven, and the evidence points as much to 
incompetence and misunderstanding as to power-mongering. Certainly, judging 
by their utterances, most political figures clearly know nothing of the weakness 
of conventional economics. The majority of politicians and officials who operate 
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financial systems, like the majority of economists, simply do not understand it. 
Or at least, they understand it only from their own limited perspective, and on 
their own terms. In particular, they have not the slightest awareness of the alter- 
natives offered by financial reform and how these cast their current activities in 
a wholly different light. They certainly are not aware that they are cooperating in 
an effective dictatorship and would be horrified to learn that this was the case. 

However, monetary reform will test the integrity and the principles of our 
politicians. Are they prepared to forgo the power to dominate the economy? Do 
they really want to end poverty or do they want to carry on trying to manage it? 
Do they want to pursue employment or solve it? Direct funding is anathema to 
most governments, and a basic income is about as direct as you can get. 

Of more concern than domestic politicians is the new breed of international 
political figures. The vast majority of people involved in international government 
and corporate industry are convinced that their activities make a genuine contri- 
bution to the welfare and development of humankind. They too believe in 
contemporary economic theory down to the last minute detail. That is how they 
have achieved their positions; by accepting both the mechanisms of conventional 
economics and the pyramid of power which attends it. These modern interna- 
tional politicians and businessmen are a class of people so detached from the real 
world, so far removed from the day-to-day lives of those whom they govern or 
employ, that they have no clue as to people’s genuine aspirations, nor their abili- 
ties, and absolutely no concept of people’s true rights. For them, economic reform 
is always necessary — but conventional economic reform. The perceived way 
forward is more open trade, constant growth, free competition, deregulation and 
the co-ordination of national economic policy by supranational agencies — in 
other words, more control by themselves. 

This is the philosophy that utterly pervades the World Bank, The IMF, the 
OECD, GATT, and the WTO. It is also the philosophy that dominates the bureau- 
cratic organisation of regional Free Trade blocs such as NAFTA and the 
European Union. The very position that people in such organisations occupy 
tends to the sort of wholesale economic management and organisation which is 
deemed ‘conspiratorial’. 

But it is not right to call the blatant pursuit of these power blocks by high-level 
politicians a conspiracy. It is not only unfair, it is more than this; it is a huge 
mistake. It is a mistake because it lets them off the hook for the charge that can 
genuinely be levelled at them; ignorance and the arrogance which power breeds. 
What dominates the world is not a conspiracy, it is a philosophy, a philosophy 
which tends to be held with unshakeable conviction by those employed in corpo- 
rate business, high level government and supranational regulatory agencies. The 
philosophy is that economic problems can best be solved, not by the people 
affected, but by experts; not at the local level, but by remote committees; not at the 
national level, but at the international level, by ever more organised development, 
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the creation of regional power blocs coupled with deregulated trade, pursuit of full 
employment, and rampant competition. The philosophy is that, where this policy 
fails and produces chaos, it is not decentralisation that is needed, but more central- 
isation, more organisation, more institutionalised regulatory powers; the best 
brains and the best information on the best committees. All this boils down to the 
belief that those in power know best. It is the philosophy of benign dictatorship. 

This is the philosophy by which the personnel at the World Bank have cruci- 
fied the economies of so many Third World countries by their gross interference; 
it is the philosophy by which those in Brussels reach the conclusion that lettuce 
growing in Italy can be traded off against sheep farming in Britain and salmon 
fisheries in Norway; it is the philosophy by which nations are forbidden to pass 
their own regulations with regard to their particular needs in environmental 
protection; it is the philosophy by which micro-technology is established in coun- 
tries without a stable domestic industrial base, and tens of thousands of acres in 
African states are devoted to the world market in frozen foods whilst the indige- 
nous population is displaced into shanty towns; it is the philosophy by which a 
body such as the IMF demands of nations that they should not regulate foreign 
investors and capital flows, and when this causes a problem, another tier of inter- 
national bureaucracy is required; it is the belief that those with power can 
organise things better than anyone else and when things go wrong, the need is for 
yet more power. And it is a wholly false philosophy. Government, both at the 
national and international level, is not competent to administer an economy, nor 
has the right to determine the shape of an economy, without reference to people’s 
democratic aspirations. For this, a level of economic democracy is essential. 
Without it, their philosophy of governance is not just evil, it is fatally and funda- 
mentally incorrect. 

What currently dominates world politics and economics is not a true 
conspiracy; it is a mistake. It is a conspiracy of error. We are witnessing the collec- 
tive pursuit of an inoperable political ideal and an erroneous economic paradigm, 
built on a totally inadequate, misunderstood and almost unchallenged financial 
system. To cry conspiracy is easy; the far greater challenge is to tackle the vast 
number who are now convinced of the validity of conventional economics and 
the merits of supranational government and centralised power, and attempt to 
persuade them that the entire edifice of their economic and political practice is 
wildly misguided. And for them to realise it is false, they need to be aware of the 
practical alternatives. 

The nature of the economic dictatorship from which we suffer only becomes 
apparent when the financial system is fully understood and the alternatives are 
considered. This ignorance doubles the difficulty and makes it far harder to tackle 
than if there actually were a conscious conspiracy. One first has to convince people, 
who have achieved positions of power by accepting conventional economic 
dogmas, of the weakness of conventional economics. One then has to convince 
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them that their policy, whether or not they are aware of it, is effectively tyrannical. 
Next one has to convince them of the validity and workability of an alternative 
economic model. Finally one must persuade them to implement policies which are 
often, in principle, the reverse of those they have for so long pursued, and which 
will involve them in a more subordinate role. This is no easy task. 


Orthodoxy in economics 


There is perhaps one group of people alone who can help monetary reform 
break through the credibility gap from which it has always suffered. Ironically, 
these have usually been the very people to denounce the ideas first, and most 
vehemently. These are our economists, the majority of whom have viewed mone- 
tary reform as pure heresy, since it questions many central tenets of economics 
as it is traditionally understood, and approaches the whole discipline from a 
different perspective. 

The term ‘conventional’ has been applied to economics many times in this 
book, but never the word ‘orthodox’. There is a reason for this. It is easy to be 
conventional, but to be orthodox is another matter altogether. The word orthodox 
means literally, ‘right-thinking’, and this is an epithet that conventional economics 
simply does not merit. In view of the inadequacy of conventional economic 
analysis, and the damage caused by its practical application, the only type of 
economics that deserves the term ‘orthodox’ is one that seeks fundamental 
reform. Since it gets to the heart of the many related economic problems with 
which conventional economics cannot cope, the true orthodoxy — the true ‘right 
thinking’ — is some type of monetary reform. This is not to lay claim to great 
virtue on the part of the particular scheme proposed in this book. But this is the 
challenge now facing the economics profession; to cease being conventional and 
to seek a new orthodoxy. Without the support of the economics profession, the 
fragmented and politically charged presentation of the issues will almost certainly 
mean that the case for monetary reform will remain powerful, but fatally 
amateurish, The case for monetary reform is primarily democratic, but to be even 
remotely considered by those in a position to effect such change, it will require the 
support of technical and academic experts who say, ‘Yes, we think this will 
work... and this is how best to go about it...’ 

The academic world of learning, study and reflection is the proper place for 
new ideas to be examined, evaluated, improved and thereby gradually gain recog- 
nition. This is the stage we are now at. Eighty years ago when monetary reform 
last came to the fore, the issues were maybe not quite so clear. The limits to 
growth and the unsustainability of conventional economic models were not so 
obvious as they are today. But if these ideas are ever to re-emerge to make a signif- 
icant contribution to the development and betterment of mankind, it will almost 
certainly be because some members of the academic world take seriously the crit- 
icisms of conventional finance, and the range of alternatives proposed by those 
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who call for monetary reform. However, once the failings of our financial system 
are admitted, if there is one group of people who will take these ideas on board 
willingly and enthusiastically it is probably our economists. A full understanding 
of the financial system provides a solution to so many micro- and macroeco- 
nomic conundrums and financial contradictions that it can only be described as 
a revelation. The analysis and proposals for monetary reform offer a leap 
forward in economic understanding of quite breathtaking dimensions, and 
promise a revolution in the entire discipline. Academically, as well as in practical 
terms, to say this is exciting is an understatement. 


Economic democracy 


However, it is wrong to give the impression that monetary reform is primarily 
a technical matter. It is first and foremost a political matter. It is also wrong to 
concede that the burden of proof must rest entirely on those proposing reform. 
Not reforming such a destructive financial system is as much an act of faith and 
probably more of a gamble than undertaking reform. If we do not undertake 
reform, we will forever be living a lie, and a very dangerous lie. 

To refer to bank credit creation as ‘the money supply’, as both government and 
economists do, is not only erroneous and misleading; it is a downright falsifica- 
tion. The whole point is that, apart from the government’s trivial 3% contribution 
of coins and notes, there is no money supply. To call mortgages and loans 
‘borrowing’ is also a lie. They are a charter for the private creation of credit, 
charged at interest, and advanced against a person’s future income, allowing the 
purchase of goods already in existence, but for whose purchase insufficient 
money exists. 

Also, the interminable squabble between left and right on taxation and 
spending priorities does not represent the full range of choices. The real political 
option is embraced by the creation and supply of money by government. This 
completely opens up the economic options of extra funding, increases the polit- 
ical choice of expenditure and offers the prospect of true welfare. How dare a 
government claim it cannot find the money to pay for this or that essential service 
when they do not bother to create any money? In the context of the responsibility 
of government to create money, the annual budgets in which politicians divide up 
‘the national cake’ are nothing but a preposterous patronising pantomime; a 
cheap propaganda exercise in debt-money economics, as a result of which 
workers and businesses and various sectors of the economy are turned against 
each other, and jealousy and social division are fostered. 

The current position is that, whilst farmers, factory workers, businessmen, 
inventors, house builders, teachers and hosts of others work together to make 
available the wealth of a country, they are not able to exchange the goods and 
services that they make without borrowing money into existence. They cannot 
eat, sleep, take shelter or obtain clothing for themselves and their families without 
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borrowing-to-buy. Despite the fact that the goods are available, and industries are 
desperate to sell them, the people of our nation are only granted access to the 
products of their economy if sufficient and increasing numbers of them first go 
into debt. That this is an outrageous situation is beyond any dispute. To allow this 
arrangement to continue, indeed to worsen it by embroiling people ever deeper 
into debt via mortgages, insurance, pensions, forcing single parents back to work, 
manipulating the education system to support employment, whilst all around us 
the economy is propelling people into a future they have not chosen and at a pace 
they cannot handle, is to usher in an era of such instability and tyranny, erected 
upon falsehood and confusion, that the very future of all civilisation and of life 
itself must be in serious doubt. 

It is no exaggeration to claim that the reform of this debt-based monetary 
supply system is the single most important area of reform confronting us. 
Reforming the financial system is more important than the war against poverty 
and starvation; more important than the movement to protect the environment, 
the struggle against pollution, the peace movement, the fight against drugs and 
racism, and the battle for social justice and welfare. Financial reform is more 
important than all these other problems for the simple reason that the current 
financial system is responsible, both directly and indirectly for causing, or at least 
exacerbating them. As a result, however fast people try to tackle these various 
issues separately, the dominating economic background of an exploitative system 
of wage-dependency ensures that the situation deteriorates faster than the 
reforms can cope. The American economist, Garet Garrett, once wrote; ‘Of all 
the discoveries and inventions by which we live and die, this totally improbable 
helix of credit is the most cunning, the most liable, the least comprehended, and 
next to high explosives, the most dangerous.”! 

For monetary reform to become a political reality, someone will have to take 
the initiative. Britain is the home of social credit, uniquely poised between Europe 
and the Americas with trading connections throughout the world, enjoying a 
world-wide respect for her fairness of judgement and political institutions. 
America is the home of Abraham Lincoln, where he is revered as one of the most 
inspired politicians of his or any other era. Both America and Britain share an 
equal responsibility for our current financial system. The debt-based financial 
system originated in Britain and was then copied throughout the world, but it has 
been ultimately consummated in modern America’s financial imperialism. Both 
America and Britain share the responsibility, and have the major historical contri- 
butions to economic democracy. 

America is the champion of independence, freedom and individual nights in 
the face of government power. There could be no more fitting continuation of the 
independent spirit by which America came into being, and of her readiness to 
embrace people of all races within that land of freedom, than if America were 
indeed to become the land of the free — a population free from wage slavery and 
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the first home of economic democracy. Meanwhile, a major part of Britain’s 
history is as a pioneer in political leadership, and a model of political rectitude. 
Britain has a tradition in social reform based upon justice and compassion, which 
it is high time she lived up to once again. 

Everyone today has their eyes fixed on the race to become top world economic 
power; but there is another race proceeding in the background, and the eyes of 
history are on this greater race. Which nation will become the parent of 
economic democracy? This is the race which will permit that nation, and even- 
tually all nations, to achieve success — but not at the expense of other nations — 
leading eventually to a prosperity that will make our troubled times appear like 
a Dark Ages. l 


1 Garet Garett. A Bubble that Broke the World. Little, Brown. 1932. 
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